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FOREWORD 


I the nineteenth century, capitalistic industry sought to + 
work on the assumption that the economic life was self- 
equilibrating, LIuman needs would be satisfied, and human 
purposes served, if cach economic agent acted with no thought , 
for anything but his immediate aim: the largest possible profit 
in the shortest time. Behind this theory was a sublime and 
now incredible theology: the conception that order is so far 
preordained in human affairs that a multitude of blind actions 
and reactions will bring it to pass. 

This theology was a superstition and its practical results 
were disastrous, ‘The waste of natural resources, the unbalance 
of regional life, the mis-building of cities, the pauperization of 
labor, the duplication of effort, the recurrent jars and wrenches 
in the economic organizations themselves—all these charac. 
teristics of inclustrial society during the last century showed 
that order was something less than providential. -While our 
isolated gains in indastrial production were based upon scicn- 
tifie knowledge and rational invention, embodied in the 
socialized clisciplines of the factory, the laboratory, the account- 
ing office, and the administrative bureau, the community as 
a whole was content to forego any purposive effort to control 
the working of the individual paris in relation to each other, 
Purpose and plan were defeated: on current theory, indeed, 
a rational plan, based upon the maximum application of 
human knowledge and human foresight, was a curb upon 
automatic adjustments. . 

What emerged from this conception of economic society 
was not orders what emerged was a chaos that came to involve 
larger and larger areas of the planet. As an alternative to - 
this state, the last two decades have seen a determined effort 
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to achieve order by exclusion, In industry, we have seen the 
formation of cartels, trusts, and state-sanctioned monopolies: 
in state policy, isolation and attempts to build up a self suffi 
cient national unit on spattan military lines; in the life of 
communities, the, doctrines of totalitarianism, which have 
opposed to the haphazard competitive struggles between 
groups and organizations a procrustean discipline. ‘This totali- 
tarian discipline, in the interests of “unity,” arbitrarily lops 
off essential organs of social life, and in the attempt to give 
life to the resulting corpse turns the schooltcacher into a drill- 
master, the drillmaster into a demigod, and the governing 
officials and their aids info a soit of public asylum of licensed 
paranoiacs, whose hallucinations and manias and phobias 
become the cornerstone of national policy. 

Such monopolistic organizations and totalitarian socictics 
are, thus far, the chief exponents, in the popular mind, of 
economic control and deliberate plan, But though they have 
shown (what every student of anthropology knows) that eco- 
nomic life can be conducted on quite a different set of assump. 
tions thansthose that governed the Victorian business man, 
they have imposed archaic behaviorsfatterns upon the popula- 
tions they control, To make their plans effective, they have 
nurtured a habit of mind which must ultimately undermine 
the sentiments and habits of mind that are necessary to create 
a dynamically stable, sclf-renewing social order: and they 
have erected as social goals, objectives which can be achieved 
only at the expense of civilization itself, The examples of 
totalitarian economic planning have, in fact, carried into peace 
the compulsive techniques developed on a large scale during 
the World War: in relation to the problems of more advanced 
and more humanized societics, focussed on other objectives 
than war, their strategy has litle significance. 

* « Now the question that confronts us today is not /f we shall 
plan, but how we shall plan, for the reason that planning itself 


LEWIS MUMLORD vil 


is inherent in the whole program of living and thinking, that 
sustains modern men, As our economic ste shifls from 
paleotechnic empiricam with its pecuniary strategy to neo- 
technic experimentalism with its orderly social control, two 
conditions are necessary to speed the tainsition and bring with 
it the maximum possible human gaing The first of these isa 
fundamental change in our whole frame of reference: a new 
series of social postulates, a fresh set of intellectual methods, 
What hinders this first change is that our intellectual habits 
were formed under the individualistic culture of early capi- 
talism and are expressed in, the mechanical and analytical 
procedures of seventecnth century physical science whieh have 
proved so successful in exploring, up to a point, the purely 
physical world. We have ample intellectual means for deal- 
ing with single areas of experience, with isolated sets of 
factors, with clements that can be readily translated into neu- 
tral units of weight, magnitude, and number: hence we know 
how to deal with a diserete and atomic universe in whieh cach 
part, as the Victorian middle classes used to say, keeps itsell 
to itself. But we are incapable, while using this technique, of 
dealing systematically anch effectively with the real world: 
the workl of associations and societies, in which the fact of 
interrelation is as primordial as the parts that are related. 

Tn other words, we have still to develap what Paurick Geddes 
used sometimes to call the art of simultaneous thinking: the 
ability to deal with a multitude of related phenomena at the 
same time, and of composing, in a single picture both the 
qualitative and the quantitative attributes of these phenomena, 
Specialists, as such, cannot plan: for planning involves the 
job of codrdinating specialisms, facussing them in common 
fields of knowledge, and canalizing them in appropriate chan- 
nels of common action. "This codrdination must be maintained 
in time, as well as in space, sinee each succeeding moment, 
day, or year reveals a new pattern. In every branch of knowl. * 
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edge, in every department of art and practical activity, we 
must learn to deal not with specialized interests and atomic 
elements but with elements in association and generalized 
interests: we must deal with organism, function, and environ- 
ment, with place, work, and people, with political, eco- 
nomic, cultural, and esthetic life, taken as integrated and 
re-integratable wholes, 

A good plan is, in essence, an attempt to put such an inte- 
gration in a graphic or dramatic form.’ As an instrument of 
thought, the plan has developed mainly out of the work of 
the architect, the town planner, the enginecr, and the geag- 
rapher. In architecture? for example, the plan serves as a 
means of focussing detailed knowledge, so that each trade, 
each craft, will find its own work duly laid out in the common 
task. It is not an automatic substicute for individual knowl. 
edge, individual skill, individual decisions and efforts: it is 
rather a means of clarifying, by the use of graphic abstractions, 
the work of the individual elements; and it is a dramatic 
means of evoking the will to work harmoniously for the sake 
of a commton result, No engincer knows enough to do with- 
out the autonomous craft-skill of even the meanest unskilled 
worker; and similarly no plan can be genuinely efficient that 
, Attempts to provide detailed mechanical substieutes for the 

intelligent understanding and codperative action of the groups 

and associations that must put the plan into effect. A military 
,, technique and a mechanical discipline resting upon the blind 
* faith and obedience of the individual units is not an instru. 
» ment of good economic and social planning?! it is rather a 

means of defeating it, External discipline is, at best, only a 

tempotary substitute, useful in emergencies, for internal assent 

and positive codperation. cea 
| While economic planning necds a radically altered method 
of thinking, it is absurd to think that any technique, by itself, 

‘is capable of generating fresh purposes and goals, Plans for 


LEWIS MUM#ORD ix 


developing regional resources, for building new communities, 
for economizing energies or reapportioning the annual income 
cannot be selésustained or self-orienteds they demand 2 series 
of conerete goals in consumption. A profit economy, super- 
imposed upon the thrift, economy of Northern Furopean 
agriculture, needed no such objectives. If there was any 
hierarchy of values implied in production, it was already fixed 
by traditional standards of acquisition and expenditure, even 
though there might eventually be a hiatus between the new - 
technics of mass production, which assumed a wider base in 
distribution, and the old division of wages and profits, which 
was based on securing a preponderance of consumer's goods 
for the ruling classes. 

A planned economy without definite social goals is a con 
tradiction in terms: for industrial production will expand 
in one direction if the social aim is the exploitation and con. 
quest of other people, and ie will expand in other directions 
if the aim is new housing and new communities for the popu- 
lation as a whole, Even competitive industry attempts to fix 
such standards in terms of goods that will produce the maxi- 
mum opportunities for profits hence advertisement and 
propaganda, ‘The conscious attempt to formulate and criticize 
such goals must be an essential clement int every rational pro- 
gram of economic aud regional planning: a matter which 
involves not only the economist and the engineer and the 
administrator, but the philosopher, the educator, and the 
sociologist, 

Tn shart, economic planning cannot be purely an inst 
mental procedure, resting on a series of social postulates car- 
ried over by inertia from previous cultures and societies. It 
mist ‘be guided by new human values, fornmulated in the 
light of new knowledge and new opportunities; and it must 
lead Lo a series of concrete destinations, expressed economically 
as a standard of living, and morally and socially as a way of 
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life. No single set of guardians or officials is wise enough to 
formulate, and fix such a life. Like the technics of planning 
itself, it must be the result of a widespread educational 
re-orientation, in which the plan acts as one of the elements 
* that focusses interest and conjures up appropriate thoughts, 
feelings, sentiments, and actions. What is finally expressed as 
a coherent social action must, in other words, come as a result 
of widespread selective reactions, converging, through criti- 
cism and readaptation, toward a common social objective. 
Hence planning demands for its success not an authoritarian 
society but a society in which free thought and voluntary 
action and experimental *effort still play a major part in its 
existence: a society where differences are composed by rational 
means, rather* than by the external repression of the concen- 
tration camp and the execution blockgand where new paths 
can be opened and old mistakes corrected without undermin- 
ing the very basis of authority. Planning, so far from being 
inimical to the democratic way of life, stands forth rather, 
like science itself, as one of its chief justifications and ultimate 
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mie the cultural changes in society during the last‘ 

W century and a quarter have been greater than in any 
preceding thougand years, their significance has not been 
sufficiently appreciated. A few scholars, notably Professor 
Ogburg,: have pointed out that the technological or material 
basis, of culture changes more rapidly than the nonmaterial 
basis, and-that this results in a “cultural lag.” Now, perhaps 
for the first time in all history, mafi, as a result of his own 
capacity, is faced with the problem of what Lo do with his toals, 

Meantime, economic depression has created a hot-house 
growth of new and old ideas. For an ever-present charac- 
teristic of recurring periods of economic crisis and depression 
is a revival of interest in the possibility of economic control 
through planning, The world-cepression, marked in the 
United States by the crisis of 1929, has called forth thousands 
of proposals for reform. 

Somepeople allege, however, that our economic complexi- 
ties and conflicts are simply problems of human behavior, 
Perhaps they’ are; at any rate a frank recognition of this fact 
(if ic be a fagt) may help in clearing the issue, especially 
because the formulation of a new culture for a rapidly chang- 
ing society demands the highest creative imagination and 
artistic insight.” EL, G. Wells has said: “Perhaps it is just 
laziness and untidiness, ‘mooning’ and ‘wambling’ that makes 
an ‘account rendered’ of what people believe, so like a museum 
after a riot””* A lack of imagimation and insight or the exist- 
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ence of indifference might offer an explanation for the want 
of interest in any socially constructive program prior lo the 
opeming of the present century. Until then, Western nations 
were not specifically concerned with problems of social and 
economic adjustment, chiefly because the search for markets 
and the consequent development of economic imperialism 
afforded an outlet for national interests, and was itself heralded 
as an automatic solution for social problems. With a receding 
physical frontier, however, the problem of formulating new 
faiths and standards by which to live must be definitely faced. 

The state is the operating base in modern societies, and it 
has been frequently said that all government is planning. 
Under such a definition the Constitution of the United States 
may be consitlered a plan with amendments. Since rgoo, the 
conflict in this country between vested property rights and 
human rights has become increasingly pronounced, thus giving 
tise to the creation of constitutiqnal limits within which the 
preservation of the one may be subordinated to the fulfillment 
of the other, and culminating in the varied interpretations of 
the#due process” and “interstate commerge” ee If the 
Constitution isa plan with amendmetits, surely it is a ‘gov. 
ernmental device facilitating change, In fact, it has been 
well said that “the chief distinction between constitutional 
and other forms of government is the explicit provision for 
legal methods of change, and the amending clause is the very 
heart of the constitution,” * 

The rapidity of social and economic changes has given rise 
to the belief that we are passing from an older social and 
economic order into a newer, and that our difficulties are 
those of a transitional period, Whether or not this will be 
the ultimate judgmeny of history, it is apparent that there 
is a growing recognition of the changing character of such 
Se 


. *Harry Dy Grdconse, “An Economist Léoks at the Constitution," in The Unie 
versity of Chioago Magazine, March, 1936, Vol, XXVIN, No. 4, p 4s su 


& s $3 


@PINDLAY MACKLNZD xiii 


concepts as progress, capitalism, science, and religion, as well 
as a renewed and intense interest in nationalism. While as 
yet these concepts are inadequately formulated, a very definite 
atlempt is being made to gauge their effects upon a world 
community, 

The multiplicity of suggestions on monetary problems indi- 
cates that the price system leaves much to be desired, although, 
so far, experts are baffled in their attempts to find a mare 
workable substituic. Perhaps the immediate problems of 
operating the huge corporate empires of our present business 
organization, where ownership and control are no longer in 
the same hands, have so captured “the interest of business 
leaders as to eclipse totally any consideration of the effects of 
their technical and financial power on the community. 

A. prominent industrial counsellor has said that our eco- 
nomic life offers many opportunities for the application of 
principles of scientific management as a means of achieving 
progressive stabilization, But non-socialistic arcas of modern 
society have made no attempt lo codrdinate economic forces 
or to evolve any general plan or central agency to guidetthis 
problem of control, Yet they seemingly are compelled to do 
something, Planning, however, cannot be based on a formula, 
it must be attuned to circumstances, Hence Dr. Person holds 
that the problem of control is “affected by the codperative 
observance of ‘laws’ inherent in ghe situation discovered by * 
research and made practical by thé formulation in terms of 
standards,” > 7 

Other writers regard control and planning not merely as 
a method, but as a social process in which the whole com- ¢ 
munity must participate, They*urge that the issue to be faced 
is the determination of what authority and in whose interests 


Sonmmemamed 


SH, S, Perso, "Principles of Planning and Control Derived from American 
Experlenes” Burge of Personnel Administrations Beononne and Social Planuing,, Pie 


TOBE Heats » 


4 


xiv INTRODUCTION 


central control of the means of production shall be established. 
Because there is no organized economic community com- 
parable to the nation, the exact nature of the social framework 
within which the economic system is to function must he 
clearly defined in order to determine the operation of eco- 
nomic control and planning.’ Professor E, C. Lindeman, 
for ‘example, contends that “planning is not reference to 
authority but conference among authorities, Our ability to 
engage in constructive social participation depends upon, the 
degree to which we have sationalized the concept of power, 
Ié our aim is to achieve power with others, participation is 
strictly unlimited. Sotial planning does not necessarily 
involye autocracy, but rather an attempt to discover how 
activities of all may be goveined by the necessities inherent 
in the situation.”* ‘This interesting statement of the problem 
raises questions of concrete objectives, and demands some 
agreement as to methods for their realization, What general 
principles of planning shall be followed? In whose interests 
shall we plan, and what treatment shall be accorded the vari- 
ous¢‘pressure groups” who struggle for a share in the national 
income? Is economic planning possible under a system of 
free enterprise? (How much simpler to raise such questions 
than to answer them!) Moreover, special consideration must 
be given to the existence of friction resulting from the inter 
play of inertia, ignorance, and anti-social preferences, In 
order to devise ways and means for the modification or 
removal of this friction, the combined effect of these forces 
upon the production, distribution, and consumption of the 
national income must be analyzed. Welfare economists are 
especially interested in this type of analysis, . ‘ 
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Some writers point out that only recently has it been recog: 
nized that the function of cconomics is to offer programs for 
controlling the economic machinery of the community so that 
the amount, distribution, and consumption of income may be 
scientifically regulated in the interest of it, members.” Such 
an approach raises the question of whether the group interests 
dominating the present system of free enterprise will be suffi- 
ciently enlightened to consider the effects of their pressure 
upon the welfare of the community, and to permit adjust- 
ments necessary to the public interest.” It has been aptly said 
that “the nineteenth centry of so-called Jassex-faire capitalism 
ends with a brilliant burst of economic imperialism, the very 
essence of which is that the state should enforce with horse, 
foot, and artillery (to say nothing of battleships) the terms 
of the contracts which its own national capitalists have con- 
cluded in distant lands... the more the state expands the 
more do the capitalists contract.” 7° 

Perhaps the time is not ripe for the establishment of a 
National Planning Board or a Federal Feonamie Council as 
suggested by Wesley C. Mitchell and Lewis Lorwin. “Their 
plans call for.an organization composed of a permanent body 
of experts working along the lines of the Committee on Recent 
Economic Changes and the Committce on Sucial Trends, 
Undoubtedly, the existence of such an agency would aid in 
more constructive research as well as in the more efficient func- 
tioning of those economic institutions which are related to 
our national welfare, May it not be, that without some such 
agency there will be a tendency to attempt to solve our social 


8$ce, for example, N. Skene Smith, Feaname Connal, P. S. King, London, 


1929) fe Be 
*Geoige Soule, “Economic Stabilization,” The Encyclopaedia of the Social 
Sciences, Vol. XIV, p. 310. * 
10W. G. Duncan, editor, National Economic Planning, ‘the Ider of Planing," 
by G. V. Portus, p. 7. 


* 


xvI INTRODUCTION 


and economic problems by returning to haphazard confer- 
ences, which, in the last analysis, amount to little more than 
subsidized soap-box oratory? 

While the importance of experts and the part they will be 
called upon to play as guides and advisers in a constantly 
changing social order should not be overlooked, it must be 
realized that all they can do is to provide society with the 
choice of certain routes. The ultimate decisions must be made 
by society itself. Social cohesion is ordinarily maintained 
through emotional attitudes rather than through intellectual 
choice or military pressure., In the United States, the Constitu- 
tion has been the object of veneration; in the British Empire, 
loyalty to the Crown is the integrating factor; totalitarian 
states—Russia, Germany, and Italy~are maintained by hero- 
worship directed toward the dictators.* Rather than deny 
the value of these sentiments, it would scem more construc- 
tive “to create fresh sentiments attached to more appropriate 
kinds of political and economic agents. In this work, art and 
literature, philosophy and science have as critical a part to 
play as the more piagmatic economic programs that by our 
aid will emerge from the present chaos... . One must create 
new centers of social growth; and until they exist in the school, 
in the city and the family, as well as in the field and factory, 
it is doubtful if any one can capture power without being 
crippled by it.” 

The absence of integrating forces so vital in stimulating 
the ideals and loyalties of men has resulted in conflicts and 
lack of progress, The emphasis placed on the more material 
aspects of culture, associated as it is With the desire for personal 
acquisition, has actually resulted in a failure to evaluate the 
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basic principles of living. Yet there surely is, as H. G. Wells 
has said, at least the possibility “of bringing together into 
more effective coBperation a great multitude of aims in life 
that are at present merely, through lack of Lucidity, divergent 
and conflicting... . Much more agreement is possible among 
men upon the question of ends than is generally supposed.” 

While it is futile to talk of the realization of a full life, 
spiritual or otherwise, without first assuring the means of sub- 
sistence, it is certainly questionable whether the pursuit of 
profit is the only avenue of economic activity capable of satis- 
fying and providing worthwhile opportunities for personal 
development. This point of view has been well summarized 
by Mr, Lewis Mumford, In pointing out that the efficiency 
of an economic system is dependent upon the’ adjusument of 
the means of living Lo the needs of life, he said: “It is not a 
quantity but a ratio and there is no indication at all that the 
amount of work or goods can be expanded without limit as 
the capitalist economics proposes, .. . The qualitative aspect 
of civilization has no meaning for capitalism which translates 
all its values into financial counters whereas the human enjoy- 
ment of this or that type of industry, the socio-psychological 
sustenance provided by one or another kine of communal 
environment, indicate the very essence of a revolutionary 
change, ‘Tio think that these qualitative changes can wait 
until the ‘revolution’ is finished is absurd; they are the revolu- 
tion, and their formulations enter it as an underlying set of 
postulates, they alter the method of attack, and they give a 
special contour to the result.” ™ 

It is encouraging to Arf@ that Karl T. Compton, the noted 
physicist, emphasizes the fact that science is actually an atti- 


. 
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tude of mind in approaching any problem of life and 
not simply test-tube experimentation.” Scientific method is 
accordingly considered the most effective technique for con- 
structive thinking, and in the use of such a method full recog: 
‘nition must be given to the play of imagination or hunches 
that the trained intelligence uses in constructing hypotheses 
as it proceeds. 

Social reformers, influenced by scientific method, have 
become interested in developing a technique of social “engi- 
neering” along lines parallel to those of physical engincering. 
Frequently, they overlook the fact that physical engineering is 
not only dependent upon’ the application of definitely estab- 
lished physical laws but that its technique must be within 
the range of htrman knowledge. At present the technique of 
social enginecting is insufficiently developed for any extensive 
practical application; as has been noted, there is not even 
common agreement on any set of nation-wide objectives, 
D: C. Coyle has sounded a timely warning that those “who 
are fascinated by the hope of a mechanically planned society 
are thinking only on the lower levels of social planning, Only 
on the lower levels are the pertinent facts and the relevant 
laws so few and simple that a rational plan can be made and 
an effective discipline enforced. ... The great plans are not 
for regimenting the people... . They are policy plans that 
will make it easier to work in ways that are good for the 
national prospetity. They are not plans for fencing us in, 
but for making 1oads where we want to go,” '* 

Unfortunately, the outlook today for such proposed codpera- 
tion is not encouraging, since leaders displaying the requisite 
imagination, intelligence, and courage are few. Increasing 
expenditures upon education, however, lead one to expect some 





16 Presidential Address before the Massachusetts Insutute of Technology, June, 
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increase in their number, It is not uncommon to find 
emphasis placed on the recommendation that a new type of 
scientist be developed, whose special function would be to 
devote his undivided attention to the great human problems, 
Since science has concentrated on the development of the’ 
material world, and as yet no serious attention has been 
devoted to the special development of human beings, a plea 
might be made that colleges and universities should provide 
the means whereby certain gifted individuals would he given 
the opportunity of studying the basic social problems of today 
with a view to becoming spiritual and social leaders in 
communilics, 

When it is recalled that the concept of a planned society is 
not a novel one, but has ils roots in the anciént world, the 
obvious reply is that it emphasizes the timeless character of 
the problems associated with human organization, Further 
more, social and cconomic forms guiding such organization 
change constantly in accordance with the dominant culture 
pattern of the age, It is not possible to predict what modifica- 
tions will take place in a system of free enterprise. The present 
capitalist structure may continue to operate if proper and 
adequate controls within it are provided, such as the federal 
anti-trust laws, the Interstate Commerce Commission, the 
Federal ‘Trade Commission, and more recently, the Securities 
and Exchange Commission. 

Yet, whether dependence is placed upon the price system 
under capitalism or upon orders from some planning board 
as proposed by vatious forms of socialism, the problem of 
defining what is meant by maximum human welfare must 
still be faced, Should we be fortunate enough to reach an 
agreement as to that all-important matter, there still remains 
the necessity of formulating methods for its attainment,” 
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Since the system of free enterprise on the one hand, and 
socialism on the other, offer two diametrically opposed solu- 
tions, it is more likely that there will be a compromise between 
the two, rather than a predominance of cither one. It is 
: possible that the immediate future wil witness increascd gov- 
ernment direction or control of industries and natural 
resources; this will be the important thing, the exact nomen- 
clature of such a procedure really will not matter, Until the 
ends and designs of economic control are agrecd upon, no 
planning is possible. Planning involves the redirection of 
{social and economic forces from the paths which they would 
follow if unopposed. The problem is too often approached 
as if it were largely a technical matter—a question for engi- 
neers, for economists, or for accountants, Actually, it is 
fundamentally ethical, embracing those values shared by the 
groups concerned, “One basic problem is not that of improved 
means to unimproved ends, but rather that means arc more 
available and powerful to ends even more muddled and 
evanescent.”** And above all (tragic irony, for most “plan- 
ners” are militant nationalists), first among the ends of any 
planned society must be the objective of peace. War would 
disrupt a planned society cven more completely than a society 
in which free enterprise could make immediate and continu. 
ous adjustments to the needs of war, Peace is therefore essen- 
tial to the achievement of any of the objectives of planning; 
no truly economic program can be realized without it, 

Yet, if anything is clear, it is that the free drift of present 
world forces will lead inevitably to a repetition of many well- 
established patterns of the past. The most urgent matter 
before the world today, therefore, is the realization that the 
enlightened codperation of all nations is vital to their mutual 
welfare and to their functioning as members of a world com- 
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munity, Economic planning may indeed unify the Corces 
necessary to social cohesion and possibly destroy those sin- 
ister instiumentalities that are shaping another world-wide 
catastrophe, 

This collection of essays presents some of the more funda-’ 
mental factors underlying the problems of contiol and plan- 
ning in a changing society, from early times to the present 
day. Economic control and planning is revealed as having 
a definite existence in primitive and medieval society, thus 
denying the modern world of much of its presumption to this 
concept. The necd for economic control and planning, how- 
cver, is more strongly felt in the world today, with its abnormal 
acceleration of cultural changes. In consequence, the principal 
countries of the world are at present engaged {n programs of 
economic control and planning, varying from the complete 
regimentation exercised in totalitarian states to more limited 
governmental direction elsewhere, Although the goals to be 
attained are but generally defined, such programs are chiefly 
aimed not only at the regulation of industrial relations and 
agricultural conditions, but also at the adjustment of the pro- 
ductive output of the country to potential consumption. With. 
out any attempt al final analysis or complete solution, an 
endeavor is made herein to classify the basic issues involved 
in control and planning ina rapidly changing world order, 
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Parr I 


ECONOMIC CONTROL IN PRIMITIVE, 
ANCIENT, AND MEDIEVAL SOCINTIES 


Craprir I 
PRIMITIVE SOCIETY 
Marga et Mead 


There was a time when primitive economic activity was 
studied with the hope that an ordetly sequence of evalu- 
tionary stages could be constiucted, that would throw light 
on the ougins of aur own economic forms. The great 
mass of complicated anthropological data has not, how- 
ever, accomplished this purpose,  Prinntive economics 
gives us no simple clue to modern economic life. How- 
ever, ptimitive societies do pravide us with a very useful 
laboratory of economics which has wo signal advantages: 
itcan be scrutinized objectively, and it can be studied with- 
aut arousing the partisanship which is called foith by a 
study of our awn economic instiuuions. Yet even in the 
study of a primitive group it is impossible to separate man 
as an economic being from the version of “human nature” 
which is current in his saciety, Whether a peaple regard 
economic life as competitive or codperative depends less on 
the objective realities of the food quest or upon the sim- 
plicity or complexity of their monetary arrangements than 
upon the motivations and goals which the whole societal 
structure fosters in individuals: whether they set before 
persons the pursuit of power over others or whether they 
engender in persons a reliance upon codperation, thus 
encouraging them oe bey in collective securiuy, gAétually, 
a gieat variety of motlvations are instiutionaljggd in dif- 
ferent societies. be any human poet "favored, 
economic life is conducted in harmony with them; in situa- 
tions where one man's gain iggimother man’s loss, for 
example, this fact may easily be magnified until it in@lydes 
situations in which any man’s success is the gain of all, 
Some societies, when faced with a chronic scarcity, can by 
their soctal forms obviate any conflict between persons, 
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Human nature can clearly be molded to very different 
forms by the dominant cultural institutions that obtain in 
a paiticular society; economic goals and practices differ 
accordingly. For that reason, economic planning involves 
much more than changes in currency, or different schemes 
for the distribution of goods; it invalves a criticism of the 
basic goals of human activity, goals which are fostered by 
the social forms of culture—I’,M. 


and of man in modern industrialized society have for the 
most part been made in terms of origin, Money and exchange, 
markets, the division of labor, and other economic institutions, 
have been traced back to their simpler beginnings by the use 
of data obtained from contemporary primitive conditions as 
prototypes of our own ancestral social forms, Familiar con- 
trasts have been drawn between the subsistence economy of 
primitive people and the more efficient scale of production 
which is characteristic of industrial society. Very few of these, 
classical attitudes toward the material are illuminating in the 
discussion of present-day economic problems. There are 
primitive societies that operate on a surplus just as uruly as 
any modern society, as far as the social implications are con- 
cerned, Nor do primitive societies arrange themselves in an 
orderly scale of increasing complexity, proceeding from barter 
to moncy; on all cognamic levels there are many contrasting 
arrangements... 

The probengof ecopomic control in primitive societies may 
be approachedgin, sevgral ways: We ty consider comparative 
control over ‘the sources of food supigtly and raw materials; 
whether the principal taskjig adjustment to seasonal factors and 
acquisition of skill in dealfttg with a natural food supply over 
which there are no other means of control, or whether the 
society can plan and regulate the food supply. Or we may 
consider the problem from the angle of goals: ‘to what use 
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does a primitive society put ils surplus? Is its energy hent to 
mere subsistence, or to the elaboration of a surplus; and if the 
latter, is that surplus used for the advancement of economic 
ends or for emulation and rivalry, for validation of privilege, 
for consolidation of political power, or is it stored up merely 
to be destroyed on a grand scale in a mortuary feast? Is the 
economy of the Uribe an integrated whole in which the accumu- 
lation of economic necessities and the accumulation of wealth 
which is used as an underpinning of other aspects of sgcial life 
are intertwined in one process; or are they distinct, so that 
people work for their living on the one hand, and engage ina 
dissociated economic game on the ather? Or we may con- 
sider another aspect: whether the necessities of life are accu 
mulated through division of labor, either between members of 
one community or between communities, or whether there is 
relative self-sufliciency of the individual, the household, the 
village, or the tribe. In all of these ways primitive gocicties 
approximate or differ from aspects of our own social economy, 
but always against a very different background because of their 
dependence upon man power instead of machine power. 

It is necessary to deal with some of these points briefly in 
order to obtain a better understanding of the contrasts between 
economies, even al the primitive level, and to realize chat even 
in the field of economics, where comparisons between modern 
and primitive society are perhaps least relgvant,' the interest lies 
not in some basic similarity among all primitiye peoples of a 
given complexity, but in the various solutions which different 
human societies have étind for their paxficular problems, 

Economically, the.aiifiplest societies about which-we have any 
knowledge are the hunting and {god-gathering peoples, such 
as the Bushmen, the Australian aBorigines,.the Andamanese, 
the Tasmanians, the tribes of Tierra del Fuego, the Northern 
Algonkians, and the Eskimos. Among all of these peoples, 
the problem has been to find food, and in the case of game of 
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fish, to catch it. What foresight and planning man exerted 
were primarily adaptive. The game was there, either in 
accustomed haunts, or in set migrations, plentiful at certain 
seasons, or good eating at one season but lean and unreward- 
ing at another. Similarly with roots or berries, man had to 
know where they were, and when and how to obtain and pre- 
pare them. The economic equipment which one generation 
passed on to another was primarily a mass of knowledge about 
a certain piece of country, its fauna and flora, and the pecu- 
liarities of its seasons; and a set of skills: the making of wea- 
pons and fishing gear, techniques for tanning hides, leaching 
the poison from acorns, or preserving meat or berries, The 
supply of food and materials for clothing and shelter was 
given; if it varied, as in drought or epidemic or blight, no 
effort of man could alter it. The Australian horde which 
walks thirty miles from one water hole to another and finds 
that some blight has killed all of the wild yams which it 
expected to find there has no alternative but to walk to another 
water hole, equally distant, in search of some other expected 
food supply, leaving the sick and the weak to die on the way. 
The Eskimo or the Northern Athabaskan tribes which depend 
upon a supply of fish to tide them over the period when the 
ice is forming, catch as many fish as they can from the avail- 
able supply. If there are not enough, some people starve 
during the Jean period. Knowledge of the seasons and of the 
movement of fish and animals is essential, skill in obtaining 
game is a life and death matter; but man cannot in any sense 
be said to control hjs environment—the has, rather, made a 
more or less sucessful adaptation to it’ « 

The rigorous dictation of the state of the natural resources 
affects every aspect of his life. Sick people must be killed or 
abandoned; there are no draft animals, and the old who cannot®, 
walk cannot be carried; the child that is born toa Lapp mother 
while the sroup is moving hurriedly on the edge of winter, 
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will in all probability die from the cold. A woman can pray 
that her child will be born in camp, but the camp has no alter- 
native but to move, driven by more exacting considerations 
than the fate of an unborn chile, 

From a realistic point of view, man at this economic level 
merely finds his way about in his environment, and exists as 
best he can, What control he believes he exercises is wholly 
of a religious and magical sort. He may, like the Australian 
aborigine, perform annual ceremonies for the increase of game 
animals, assigning to different social groups the magical con- 
trol of the fertility of cach species. He may delegate a shaman, 
as does the Eskimo, to descend into the infernal regions and 
persuade a goddess Lo send a plentiful supply of animals; he 
may, like certain Canadian Indians, preach to the fish and 
explain to them that it is their duty to be caught and eaten. 
These various ceremonies of magical cagtrol are not, however, 
merely functions of the relative reliability of the food supply in 
any given area, but also of the comparative importance which 
different peoples assizn to skill and magic. An illustration of 
this different emphasis is the attitude of Manus and Dobuan 
natives at sea. ‘The Manus who depend very slightly upon 
supernatural aid casually ask their guardian ghostly ancestors 
to send them wind, but if there is no wind they paddle. ‘The 
Dobuans passionately invoke the wind, and if there is no wind, 
they wait the whole day becalmed. ‘This difference in he- 
havior has na correlation with the strength of the wind in 
Manus and Dobuan waters, Similarly throughout the primi- 
tive world, men may perform certain cegemonies to ensure an 
absolutely invariable food supply, or they may perform no 
ceremony at all for attaining puch more arbitrary and 
unreliable economic blessings. 

These magical and religious attempts at control have one 
other characteristic which affords psychological parallels with 
modern society. Some peoples perform primarily positive 
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ceremonies: rites to make the game come, the berries ripen, 
the seasons change; the natural order is conceived of, not as 
running on its own rules, but as'subject to, and indeed in very 
urgent need of, human manipulation. The amount of control 
which man has over his econamic resources is often spoken of 
nowadays also as if the problem is only whether or not it is 
possible to control the quantity of money or the price of wheat, 
and we accordingly find it obvious that hunting and food. 
gathering man was and is a dependent creature of an environ- 
ment to which he can adjust but which he can in no way 
influence, It is interesting, therefore, to note that even at this 
economic level where the objective facts seem so indubitable, 
there were people like the Australians who felt it necessary to 
regulate the natural increase; people like the Chinook who 
felt, not that the normal order must be regulated, but that any 
upset in the normal oyder was their responsibility in not caring 
honorably for the bones of the salmon they had caught, and 
that the consequences would be visited upon their heads; and 
people like the Manus fishermen, who did not expect their 
guardian supernaturals to multiply the fish, but merely, if they 
saw any shoals of fish, to shepherd them toward the fisherman. 
The degree to which man, with the help of the magical 
formulae and supernatural guardians which his imagination 
had created, felt himself to be in control of his environment, 
either master of the fish supply, guilty disturber of the fecuu 
dity of fish, or humble petitioner of fish spawning, was not a 
function of the actual plentifulness of the fish or the relative 
skill and superiority of his brand of fishing, but reflectedt a 
social view of the universe, according to which man considered 
himself the chattel, the arbitrary ruler, or the complacent 
Parent. 


In addition to his primitive tcchnology, his weirs and snares, ' 


his harpoons and boomerangs, his poisons and spider web lures, 
and his religio-magical charms, taboos, exhortations, ' prayers, 
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and offerings, man at this level alsa claborated various forms 
of social contral of property, distribution, or accumulation. 
Perhaps the simplest of these controls was the regulation af 
hunting and fishing rights between local groups, so that tres. 
pass was forbidden, In this way, although man could not as 
yet control the number of game animals or spawning fish 
which would be available ata given spot, he ensured that his 
group would have the sole disposal of those which did appear, 
whether their appearance was conceived magically or realisti- 
cally. The appearance of limiting group rights such as these 
varies: among the Semang of the Malay Peninsula it was 
merely a question of hordes habitually wandering over a given 
region, but the Andamanese pygmies with an equally simple 
culture, were strict in their observance of the forest preserves 
of local groups, and warfare might result from any infringe. 
ment, Among the Australians the horde was a small kin 
group, firmly attached through many generations to a habitat 
where every water hole and every root patch was known, but 
among the Bskimos a man wandered over hundreds of miles 
with his wife and children, merely a family unit, fishing and 
hunting where he listed and attaching himself now ‘to one 
group, now to another, The hunting territory or the length 
of fishing shore or river controlled by one group for the bene- 
fit of its members is a method of social control over an intract- 
able food supply which is found at che simplest primitive level, 
Nevertheless, however logical such control may seem, it may 
also be absent fram the sacial scheme, even under pressure af 
example from neighboring tribes. 

The amount of individualism which society permits at this 
level also varies cnormously, Most hunting and fishing com- 
munities in time of famine share their food supply and punish 
severely any one who hoards. The number with whom one 

“must share, and the degree of responsibility which one must 
take for other people’s children, are regulated by the social 
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tradition, In some places orphans are pul to death, or infants 
whose mothers die are buried with them; in times of scarcity 
the generosity of the collateral relatives, therefore, will have 
less strain pul upon it than if the community altempts Lo pro- 
vide for the orphaned and the widowed. Moreover, despite 
the simplicity of the economic level, status arrangements may 
greatly influence the distribution of food. Among the Tski- 
mos the equivalence between being a great hunter and having 
social status is directly related to the economic facts, In Aus- 
tralia, however, the prestige and the food go not to the most 
agile hunter, but to the oldest men, for the safety and welfare 
of the people are viewed? as dependent not upon strength and 
skill, but upon experience and magical knowledge. So who 
will be provided for and by whom, and in what ways economic 
rewards follow cconomic usefulness, again vary not in relation 
to the economic base, but to the whole Welranschauung of the 
culture. 

Whatever the relative proportions with which a given hunt 
ing culture relies upon skill and adaptation, magical and re: 
ligious control, and social and legal regulation, the people 
continue to live a hand-to-mouth existence—an existence which 
is always, except in tropical regions like the Andaman Islands, 
to a great degree hazardous and uncertain, The problem of 
economic existence remains immediate and insistent; the com- 
munity life is never free of i. Planning a ceremony, burying 
the dead, or invoking a supernatural—all are dependent upon 
the success of the last few days, As an Apache said, when 
asked who provided the food for the war feast: “He who had 
recently been successful in hunting, and if there had been no 
hunting success, there was no war feast,” However much man 
cozened his fear by a belief in the efficacy of his magical 
powers, or the beneficence of some controlling spirit, however, 
wise and just rules he made for the division of meat, or the 
protection of the game during the mating scason, his nose 


MARGARI’E MAD {I 


remained fast to the economic grindstone; if he took a long 
rest, as during storm, au interseason interval, or a drought, it 
was an anxious and fear-ridden rest, Tis economic activities 
were not merely a routine foundation for his social life; they 
were his social life, 

Such agonized dependence upon a turn of wind, the growth 
of a few yams, or the annual migration of some herd, may 
occur in far more complex societies, where it seems to Jack 
the objective necessity which it has on this economic level, In 
ancient Aztec socicty at the end of the fifty-two-year calendtic 
cycle all fires were extinguished while the people waited in 
terror lest the sun should never rist again. ‘This occurred 
among a peaple whose astronomical knowledge was far in ad- 
vance of that of the ancient Roman, and it vividly illustrates 
the fact that the sense of control which a people have with 
regard to the natural order of the universe is not only not 
correlated with their economic level, but also not correlated 
with their technological development, even in the special field 
under discussion, ; 

Let us turn now to those societies that have some actual 
contyol over their food supply. This level includes not only 
agrticulturists and pastoral peoples, but also hunting and food. 
gathering peoples who have developed efficient methods of 
preserving food and making it portable. It has been a fre- 
quent error in economic history to ignore this point, but a few 
illustrations will make it clear, The very highly developed 
culture of the northwest const of British Columbia depends 
upon the salmon for its food supply. ‘The salmon run of a few 
days supplies the people with their staple diet for a year be- 
cause of two facts, the great plentifulness of the salmon and 
the technical knowledge which the Northwest Coast Indians 

poe of smoking fish. Similarly, Indians of the American 
“plains, without agriculture, could range farther and plan mare 
extensive war operations, because of their technique of making. 
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pemmican, a paste of powdered buffalo meat and dried berries, 
than could the agricultural natives of New Guinea who could 
not carry a sufficient load of their clumsy, watery yams Lo feed 
a group for more than two or three days. 

We must include, therefore, among those peoples who may 
be said to exercise genuine control over their food supply, 
peoples who have combined with a plentiful natural supply of 
food an adequate technique for preserving it in quantity. We 
can then investigate the various conditions among these peo- 
ples, Within this level of economic complexity, enormous dif- 
ferences ate found in actual material conditions: seasonal 
changes may force upon’ some herding peoples such extensive 
migrations that the loss of many beasts and men is inevitable, 
or, as among some of the South African cattle people, the herd 
may only be sent out from the kraal in one direction or in 
another at different seasons. Again, agricultural people may 
plant and harvest and replant in a continuous round which 
necessitates almost as incessant activity as docs root gathering; 
this is especially true of those taro-planting people who use the 
variety which must be planted back from the green shoot. By 
controlling the amount which they plant, by clearing and fenc« 
ing and weeding the garden, and protecting it against the 
inroads of animals, taro-planting people may flaa—plan for 
feasts or housebuilding, plan for a fixed amount of food which 
will be ready at a certain time—but they cannot plan an 
emancipation of the taro-planting section of the community 
from almost daily attention to the food supply, They are actu- 
ally more tied to the daily task than are nonagricultural people 
who live on sago and draw their living from the worked pith 
of the sago palm which flourishes untended in certain swamps 
in New Guinea and Indonesia, So also, people who plant a 
fixed crop at a given season, and harvest it all at once, may buy 
a partial leisure during a long ripening period of yams or corn 
by going through the Jean scason hungry, simply because 
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they know no other way to supplement their agriculturally 
derived diet. Any generalization—such as that with the inven- 
tion of agriculture and of herding man assumed a new control 
over his food supply absolutely superior to and different in 
kind from that of the hunter and food-gatherer—must be taken 
with many qualiGcations; the hunter or fisherman who can 
preserve his plentiful supply of fish or game can control his 
future more surely than the herder who cannot be sure of 
controlling the necessary pasturage of his herds; the sago 
worker has far more leisure and plans with more certainty for 
a feast, in addition to having a morg concentrated and uans- 
portable food supply, than the horticulturist who depends 
upon certain other kinds of vegetable products. 

I have emphasized so far the question of food alone hedause 
in the tropical and temperate zones it is the most pressing of 
man's economic problems. In the Arctic, clothing and shelter 
are almost always inextricably bound up with success in hunt- 
ing or foraging, as in the cases where skin is used for clothing, 
and oil for heating and cooking and lighting. Until the intro- 
duction of exchange between localities, especially the exchange 
of materials for tools or of tools themselves, the question of 
food is the primary economic problem which faces primitive 
societies, 

Before considering the different motivations which enter into 
economic life where there is planning and storing of food, 
it will be well to glance at the divergencies in other 
more strictly economic arrangements, such as the extent to 
which a community is sel{-subsistent, or depends upon ex- 
change, the amount of division of labor which exists, and the 
relation between property ownership and social class. [t 
has often been claimed that there is some necessary association 
between specialization and division of labor, and the cconomic 
level of society. A survey of the primitive world, however, 
reveals the fact that whether a community is self-sufficient or 
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engages in importation, exportation, or exchange is much more 
a function of the social patterns of certain geographical arcas 
than of any necessary relation between the size and com- 
plexity of the society, and the state of technology and available 
natural resources. Melanesia and West Africa are two areas 
of the primitive world in which markets and exchange by 
means of either money or the barter of suuplus manufactures, 
food, and natural resources, are highly developed. West Africa 
is characterized by large kingdoms, an elaborate political sys. 
tem, the existence of intricate manufacturing, iron work, and 
a knowledge of the domestication of fowls and cattle. Melan- 
esia, including New Guinea, is, on the other hand, an island 
area, characterized by small, disparate, linguistically diverse 
communities, with very 1udimentary social forms and ne 
knowledge of metals, whose only domestic animal is the pig. 
Yet both of these regions contrast with Polynesia and aborig- 
inal North America in their emphasis upon localized, special- 
ized production, and exchange through regular markets, 

The contrast 1s particularly striking between Melanesia and 
Polynesia because of the general similarity of their economic 
life, Both peoples live in an island world, with fishing and 
crabbing as occupations on the beach, and in both areas the 
same agricultural products are grown on the land. Both de- 
pend primarily upon agriculture and fishing for a livelihood. 
But whereas one Melanesian community after another depends 
upon exchange, daily markets in which fish are exchanged for 
taro, lime for betel nut, sea shells for manufactured products, 
pots for sago, cocoanuts for fish, stone celts for netted bags, 
wooden plates for pots, and even sea water for fresh water, 
Polynesia stresses just the opposite point. For the most part, 
every household is self-supporting, and for special skills such 
as housebuilding or’ canoe-making, certain hi ghly honored men 
within each community take the major responsibility, Each 
province or small island is almost entirely self-supporting, and 
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maintains its ewn art style. The Polynesian may import one 
club or spear from another island asa curiosity, as an odjer 
d'art, but he does not asa rule copy it, Skill is regarded as an 
inalienable aspect of the individual. If the Maori chief cov. 
eled the style of tattooing of a neighboring enemy tribe, he 
attempted to capture and enslave the most skilled tattoocr, 
When the lijians wished to have a new style of canoe built, 
they imported ‘ongan canoe builders, Such importation of 
skilled workers was difficult. For the most part, the skilled 
crafisman remained at home, honored among his own people, 
Within a Samoan village one man was a master fisherman and 
led the fishing fleet; he did not sell his catch in the market 
place, but presented it to his friends and relatives. 

Yet the Polynesian culture was in many respects more elabo- 
rate and integrated than the Melanesian, Political units were 
larger; the same language was spoken over wide areas; caste 
existed. But the style of economic life was different. In Poly- 
nesia, a chief wishing to give a feast levied certain contributions 
upon all his subjects. In Melanesia, a community wishing to 
give a feast made trade arrangements with neighboring com- 
munities, One was a stratified society which regarded the 
problem of economic sufficiency as solved by the presence of 
sufficiently skilled persons within the community; the other 
was a localized, unstratified society which depended upon a 
vast trade network to supply even the essential tools and uten- 
sils of life: pots to people who knew no way of cooking other 
than boiling, stone tools without which houses could not have 
been built, even weapons without which the simple hunting 
would Have been impossible, or fish nets to a people who lived 
by fishing. The problem of planning ahead, in Polynesia, was 
one of organization, of intelligent use of the stratification of 
society to assure cliverse economic operations; the problem in 
Melanesia was one of devising sufficiently compulsive methods 
of bullying the unwilling neighboring communities into manu- 
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facturing or growing a surplus of their specialty. For this 
reason a sort of compulsive barter had come into existence, a 
refusal to sell cocoanuls for anything except sago, or sleeping 
baskets for anything except tobacco. 

The Melanesians had a far gicater variety of material things 
than the Polynesians, They had pottery, whereas the Poly- 
nesians cooked in earth ovens; they had bows ane arrows as 
well as spears and clubs. They depended upon the inventive: 
ness and industry of many small communities instead of upon 
the development of an adequate but locally restricted self-sub- 
sistent style of life. And yhese two ways of life, in which people 
make what they need for themselves, or reluctantly make more 
than they need of one ject in order to obtain what they need 
of some other object, are not confined to the primitive level, 
nor are they, in as many instances as we usually think, de- 
pendent upon natural resources and the development of ma- 
chine civilization, They are primanily a contrast in values, in 
attitudes toward life, in which one system snatches greedily at 
diversity and at the products of its neighbor, while the other 
aims only at a dignified self-sufficiency. Whenever, in the 
course of laying down an economic program, a theorist insists 
that one approach rather than the other is inevitable in certain 
conditions of economic life, it is pertinent to recall this contrast, 

The relation between war and economic life also varies 
tremendously among different primitive peoples. Among 
some simpler people like the Eskimo and the Semang of the 
Malay Peninsula, war was not known at all, and where it 
occurs there is a great variation in the extent to whichajt was 
regarded either as a recognized way in which to add to mate- 
rial well-being, or as a recurrent emergency for which a surplus 
must be accumulated, There ate a few tribes, such as the 
Apache and the Bushman, whose economy was regularly de- 
pendent upon the capture of cattle, cereals, or horses (rom other 
tribes, The combination of headhunting and enslavement of 
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captives taken alive also occurs, as among the Maori, Organ- 
ized alempts to conquer and hold territory belonging to an- 
other group are surprisingly rare; the more usual sequence in 
a shift of ownership of fand is for a people continually worsted 
in warfare which is waged to obtain headhunting counts, sac- 
rificial victims, slaves, and so forth, to desert a territory which 
is regarded as too near that of their mare powerful opponents. 
The idea of conquest and the subjugation of a conquered 
people was limited to certain areas, being typical of East Africa 
and certain definite regions of Oceania, and was a frequent 
incident in the higher cultures of Ceriral and South America. 

There are very few instances in whigh the accumulation of 
any sort of surplus in preparation for warfare forms a part of 
the economic planning of, any people, as, indeed, is the institu- 
tion of an army of invasion or a standing army attached to a 
chief or a king, Preparations for warfare, when they do occur, 
are likely to be in terms of man power; hence a defeated Maori 
tribe would wait two generations until it had grown cnough 
men to lake revenge on its enemies, 

In contrast with those cases in which war serves define 
predatory interests, as it does in modern society, are a great 
number of primitive tribes, notably the peoples of North 
America and Melaresia, among whom warfare was a pursuit 
in which individuals gained prestige by counting coup or tak- 
ingahead. Under such circumstances war typically interfered 
with the economic life, interrupted the hunt, or broke up the 
daily market, and gave in return only symbolized rewards, in 
the form of an additional feather in the hair, or three more 
homicidat tassels on a Jime spatula. 

While warfare must have definitely affected the economic 
status of many primitive peoples through the drain upon able- 
bodied men, the diversion of human energy to nonproductive 
ends, and the destruction of crops and villages involved in, 
punitive raiding, it occurs rather infrequently as an economic 
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measure; and as an event which was regarded as requiring 
preparatory economic measures it occurs less frequently still. 

Equally striking is the degree to which peaple depend for 
subsistence upon their traditional forms of manipulation of 
wealth, Here it is possible to compare the systems of the 
Northwest Pacific Coast and the Manus of the Admiralty 
Islands. On the Northwest Coast, the vast system of exchanges 
in which thousands of blankets are given away, to be returned 
at huge interest, and great vats of oil are destroyed in compeli- 
tive feasts between rival chiefs, is a superstructure raised upon 
the basis of everyday life, a life within which everyone is fed 
adequately. These exghanges are all part of a game played by 
men of rank, a game played with a surplus which does not 
involve the food of anyone in the community. In Manus, 
although the affinal exchanges are made to enhance the pres- 
tige of individuals, they are part of the core of cconomic life, 
Instead of a game in which a man gives away blankets to 
validate his daughter’s adolescence and reccives blankets in 
return, fixed yaluables—dogs’ teeth and shell money—proceed 
against food, and there is a continual stimulus to collect food, 
pigs, oil, and sago, with which to return the payments of fixed 
valuables, The activity of the important men in the commu- 
nity, the amount of fuss and display whiclf they wish to make, 
and the turnover of dogs’ tecth, depend also in large part 
upon the amount of food which is accumulated and consumed. 
The game is an integral part of the basic economic system, 
not a superstructure which has primarily political and social 
relevance within a state of plenty. 

‘This same contrast exists in modern society. If thé rich men 
of the community meet to play poker for rare examples of 
early Americana, the effect upon the lunch basket of the man 
in the street is slight. If they amuse themselves with juggling 

- for power in the directorships of railroads, the common man 
, May not be too much affected, But when the ambitions of 
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these same men lead them to playing games in the stock mar. 
ket where millions have invested, or to gambling in the grain 
exchange, or to manufacturing implements of war—activities 
which raise the cost of living, close down great industrial 
plants, or result in the conscription of an army—then the 
parallel is with the Manus, where the activities of thes few 
aflect the actual living of the many, and not with the North- 
west Coast Indians, where the sufficiendy fed commoners take 
vicarious delight in the economic games of their aristocracy 
but do not depend upon them for subsistence, This gearing 
of the subsistence level of the many to the ambitions and 
machinations of the few is ane of the ways in which a society 
may be organized, a way which is not inevitably bound up 
with any level of industrialization. 

If we turn now from this glance at the variations in the 
economic arrangements of primitive socictics to a discussion of 
the motivations which different societics invoke, we are upon 
ground more relevant to the interests of this volume. Iico- 
nomic planning not only involves the efficient utilization of 
machines and natural resources; it also involves a theory of 
human nature with which the social and political forms must 
reckon, As man js conceived as naturally competitive, aggres- 
sive and acquisiti#é, or codperative, docile and receptive; as 
primarily concerned with security, or with power, or with pres- 
tige and display, so will the forms of social and economic 
planning differ. Very different social orders may be built 
upon a similar conception of human nature, but in one case 
the social order will be viewed as antithetical to the natural 
tendencies of mankind, in the other as congenial to them, A 
laissex-faire capitalistic society which regards man as essen- 
tially aggressive, competitive, and individualistic, and fosters 
economic institutions which permit the full display of thege 
qualities, is not based upon a different conception from thitt- 
of a communistic society which bends all its energies to the , 
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development of institutions that will suppress these same quali- 
ties as undesirable, The first society sces man and his institu. 
tions as congenial; the second finds man’s nature and the Good 
Society in conflict, and so develops suppressive institutions. 
The behaviorist who regards human nature as infinitely mal- 
leable rephrases hoth presumptions. He contends rather that 
the institutions of a planned society merely need to be con 
sistent throughout, from the nursery to the market place, to 
produce any desired consistency between man’s motives and 
their institutional expression. The difficulty he recognizes in 
_economic planning is that no society can rely upon a fable 
rasa, for the human beings within any given society have 
yalteady been institutionally shaped to a particular emphasis, 
_ It is important to know what evidence we can find from 
‘other cultures that are above a level of mere subsistence as to 
“the limits of variation in those impulses which are regarded as 
basic to the operation of the economic system, In small homo- 
geneous primitive societies we find original nature molded to a 
great number of differing and contrasting emphases, Whether 
this fact be taken as evidence that human nature is really a 
tabula rasa, or that each culture scizes upon traits congenial to 
some but not equally congenial to all ¢ born within its 
bounds, institutionalizes them, and if them upon thy 
majority, does not necessarily affect this disetssion, It is suffi. 
cient to consider what a diversity of motivations different 
societies have been able to institutionalize. 

Let us take, for instance, the patterning of competition, 
Among the Ba Thonga of South Africa, a man had prestige 
and importance to the extent that he had wealth, Wealth 
consisted of wives, cattle, and agricultural products praduced 
by the labor of the wives. Yet, like the individual farmer in 
our society, his wealth was not gained at the expense of others. 
He did not compete for a fixed supply, a margin of profit in 
which, if one shares largely, another inevitably shares but 
slightly or not at all. His final success depended upon labor, 
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planning, and ultimately upon the good will of his ancestral 
gods, Tis struggles were not with other men but with his 
gods; he must give them enough to appease their insatiable 
desire for sacrifices, but not enough to impoverish himself. 
Success was a private game played between men and the 
ghosts of their own households, not between man and man. 
In Manus, the eatreprenew', the man who organized ‘con- 
stellations of less active and intelligent men, and with their 
assistance Ainanced marriages and births and deaths, competed 
with other entreprenenrs in the amount of wealth which he 
handled, not in the amount which he accumulated and re- 
tained. One man boasted to another df the thousands of dogs’ 
teeth which had passed through his hands. It was a competi- 
tion in turnover, and the size of the turnover which each man 
controlled was a measure of the confidence which the less 
aggressive members of the community had in him. Further 
more, as there were no limits to the game, no end to the num- 
ber of dogs’ teeth which could be assembled, one man’s gain 
was not another's loss, Not even the number of pigs was a 
Jimitation, because the same pig might change hands twenty 
times and each man boast of having controlled it for an hour. 
The Indians of the American plains competed with one 
another in still dffirané terms. After the coming of the white 
man, horses wet th principal economic counters. Men of - 
prestige or position (which could be attained only by indi- 
vidual bravery and deeds of valor) were permitted to give 
away horses to the poor, the orphaned, and the widowed. The 
competition lay in the display of bravery, touching a live 
enemy, taking a picketed horse from within the enemies’ camp, 
going into battle carrying only a riding quirt, or refraining 
from intercourse with one’s wife until the last child was five 
years old, The reward came in giving away wealth to com- 
memorate publicly these acts of bravery and self-restraint. 
And again there was no limit set by society, nor was one man’s» 
gain another’s loss. ‘The more counts of bravery one had, the 
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more one could give away. It was the counts of bravery which 
were regarded as difficult (o obtain. 

"The Dobuans of Melanesia present a parody of our own 
interpretation of competition under the profil system. Because 
profit presupposes a marginal producer, we phrase one man’s 
gain as another's relative loss. The Dobuans, without any such 
system, phrased their economic life in the same way. Each 
man had a fixed amount of seed yams, inherited from his 
maternal ancestral line. He could not use the seed of another 
line. The only way in which he could obtain a larger crop 
was by magically inducing the half-grown yams of his neigh- 
hors to leave their gardetts to come and grow in his, So during 
part of the yam-growing scason, every man was engaged in 

* making two sets of magic, one to Jure the yams of his neigh 
bors out of theit proper places, the other to keep his own yams 
from responding to sihilar magical invitations, ‘The man who 
had a large crop was automatically convicted of theft, and yam 
harvests were secret and hurried, a balance sheet that must be 
concealed. When this emphasis is contrasted with that of the 
Ba Thonga, it is clear how little the phrasing of competition 
has to do with the actual economic conditions. The Ba Thonga 
man depends upon the work of many wives to succeed, and 
often his many wives are obtained at the ¢xptnse of his neigh- 
bor, But he docs not conduct his econofilé life in these terms; 
his success is the result of his ancestral blessings. ‘The Dobuan's 
gardening success in no way conflicts with a single possible 
source of gain for his neighbor. With his one wife, on in- 
herited land, he cultivates a line of seed which is also inherited 
and cannot be augmented in any way. Only his careful labor 
and a good season can yield him a gain. Yet this gain, com- 
pletely independent of his neighbor and doing his neighbor no 
harm, is looked upon as the result of vicious and antisocial 
activities, and behavior is conducted accordingly. 

+ The Arapesh tribe of New Guinea operates upon a con. 
ception of human nature which is again in contrast to all 
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these patternings of man’s assumedly natural auggressivencss. 
Among the peoples whom we have just discussed, the problem 
is to make sules to curb and channel this strong competitive- 
ness, ‘The Arapesh, on the other hand, see man as naturally 
easy-going, responsive Lo outside stimulus, but not inclined to + 
initiate activity of any sort, Living ‘on barren mountain land, 
with a most meager supply of game animals and a Lew miser- 
able pigs, they are poor and conspicuously undernourished, 
All the conditions which underlie a cutthroat competition, were 
that dependent upon economic conditions, are present. But 
the society is run upon tenets of happy codperation, The great 
adventure is lo produce food—for others to cat. Men plant 
that others may feast on their yams, fatten pigs for others, hunt 
that others may eat meat—for the greatest crime of all is to cat 
one’s own kill, If by chance one’s yam crop is very large, one 
is permitted by the community to give a special ceremony in 
which all of the surplus yams are distributed to the community 
as seed-—{rom which one may never eat again—in return Lor 
voluntary gifts of other things, In this easy-going codperative 
society, the problem of economic planning is conceived as that 
of developing initiative, It is desirable that some men at some 
me in their lives should assume the responsibility of organiz- 
ing and planning large-scale economic operations, the purchases 
of ritual and ornaments from other villages, And so there are 
various social devices for making people competitive—against 
their will, Each youth inherits an insulter, a man whose busi- 
ness it is publicly to abuse him for lack of energy and initiative. 
With this insulter, goaded beyond even his high rate of endur- 
ance, he must exchange food and thus make feasts. And under 
the jeer's of his insulter and the quiet moral pressure of the older 
men, certain of the more energetic young men do assume a 
modicum of economic leadership, The society holds before 
their eyes the reward of retirement, of freedom from any pres- 
sure, as soon as their oldest children reach puberty. The whole - 
conception of human nature is strongly in contrast with that of 


24 PRIMITIVE SOCIETY 


those cultures which conceive men as working most willingly 
for self-centered ends. Their attitude is most sharply in evi- 
dence in the arrangements about women. Throughout this 
whole polygamous region of New Guinea, women are regarded 
as scarce. In many of the surrounding tribes the competition 
between father and son for young women has to be severely 
regulated by rules regarding intergeneration marriage and re- 
lated conduct. Among the Arapesh no such, rules exist; it is 
assumed that a father with a growing son will take his greatest 
delight not in competing with that son, but in finding him a 
wife, and then in finding his next son a wife. Even men whose 
gons are too young to be betrothed further the marriages of 
young male nephews and cousins, A lack of self-interest and 
a lack of aggressive competitivencss have been institutionalized 
throughout the whole culture. 

So these simpler societies, operating at best with a technology 
and command of natural resources infirttcly poorer than our 
own, ultimately dependent upon man power alone, never far 
from the subsistence evel, are nevertheless able to institution. 
alize such different emphases as these. Competition may be 
phrased in terms of giving and distributing, it may be phrased 
magically when it does not exist in actuality, it may be assumed 
as a very weak and latent potentiality of mankind which must 
be carefully cultivated, The choices open on these simple sub- 
sistence levels are surely open on a more complex level, where 
man actually controls his material environment instead of 
merely adapting to it, As human nature is conceived as com- 
petitive or noncompetitive, acquisitive or nonacquisilive, so will 
vary many important aspects of economic planning. ‘To the 
degree that the educational institutions are in accord with the 
final social forms of that society, each shaped to the same 
emphasis, any economic plan will succeed. ‘To the extent that 
the educational institutions and the economic institutions are 

+ harmoniously directed to the controlled expression of assumed 
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human tendencies regarded as socially desirable rather than to 
the suppression of assumed human tendencies regarded as anti- 
social, the phunned society will be humanly bearable. 


Bisttoonaruy 
General Works 


Beaglehole, Mrnest, Property; a Study in Social Psychology. ‘Vhe 
Macmillan Company, London, 1932: 

Forde, CG. Daryll, LZabitut, Heonomy and Society, A Geographical 
Tatraduction to Ethnology. Methuen & Company, Lud, Lon- 
don, 1934. a 

Hobhouse, Wheeler, and Ginsherg, Zhe Material Culture and Social 
Institutions of the Simpler People. Chapman and Hall, Led, 
London, t930 

Lowie, Re TL, Primitive Society, Boni & Liveright, New York, 
1920. 

Radin, Paul, Social Anthropology. MeGraw-ITill Book Company, 
New York, 1932. 

"Tharnwakl, Richarel, Werden, Wandel und Gestaltung der Wirt 
schaft im Lichte der Vélkerfarschang, Walter de Gruyter & 
Coy Berlin-Leipzig, 94a. 

Viljocn, Stephan, The Heonomies af Primitive Peoples, P. 8. King 
and Son, Lid, London, 1936. 


Specific Studies 


Barton, RD, Yfagae Meanamics. University of California Publica. 
tions in Archaeology and Ethnology, Vol. XV, pp. 385-446. 
Berkeley, rga2. 

Mirth, Raymond, Urimitive Economics of the New Zealand Maori, 
EP. Duuton & Company, New York, 1929. 

Malinowski, Bronishiw, drgonauts of the Western Pacific, TE. P. 
Dution & Company, New York, 1922. 

Coral Gardens and Their Magic; A study of the methods of 
tilling the soil and of agricultural rites in the Tvobriand Islunds. 
George Allen & Unwin, Ltd, London, 1935. 

Crime and Custom in Savage Society, Varcourt, Brace & Con - 
New York, rga6. 


Crarrir II 
ANCIENT SOCIETY 
Sterling Tracy 


Historians have frequently selected primitive society as 
a point of origin in a presentation of “economic sages” 
through which society has allegedly passed before reaching 
our present industrial economy. Comment on this meth- 
odological proceduré is inappropriate here, except to cm- 
phasize that primitive socictics are still functioning and 
that some are as yet litule influenced by patterns of behavior 
peculiar to industiial communities, How long these primi- 
tive communities will remain immune from “western civil- 
ization” is a question, but as long as they do remain so they 
will possess a cultutal continuity and a vitality thav ts 
characteristically their own, 

Such assertions cannot be made for the societies of the 
ancient world; as going concerns they are dead. Never- 
theless, there is a renewed interest in the designs for eco- 
nomic control and planning which the ancient world 
created if for no other reason than to show how venerable 
many modern proposals really are, ‘Today, the state is 
clearly becoming a more and more potent force in develop. 
ing social, political, and religious influences in our culture 
complex. A cursory survey of the regions of Mesopotamia 
and the Nile Valley will shaw that here also the state exer- 
cised very extensive control over economic life, Indeed it 
is highly probable that centralized state planning of agri- 
culture and industry was never carried out anywhere on 
a more thoroughgoing scale than in the Mediterranean 
world, And there is undoubtedly a strangely modern note 
in the codes of Hammurabi (azoo B.C), in the mili- 
tary and naval policies of antiquity, and in the ancient 
quest for monopolies in cereals, oil, textiles, crops, plant 
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ing, harvesting, and (ranspottation. Low tempting to say: 
“Chere is no new thing under the sun.” How tempting, 
yet how dangerous! LM. 


ue vary civilizations af Mesopatamia and the Nile Valley 
i er evidence that in both regions the state exercised wide 
supervisory powers over the economic life of the people. 
Owing to geographical factors, social survival depended on the 
assumpuion of such powers by a strong central authority vested 
with full sovereignty. The two civilizations will be treated in 
turn. 

The historical record in Mesopotamia goes back to the late 
sixth and the early filth millenniums B.C, By that time the 
lower valley near the Persian Gulf was settled by Sumerians, 
a non-Semitic peaple, These settlers laid the foundations of 
culture in the ‘Sigris-éuphrates Valley which were to endure 
for centuries after the founders had been conquered and assimi- 
lated by invaders of different ethnical origin, 

The characteristic political institution of the early Sumerians 
was the city-kingdom; at the head of the state stood the Patesi. 
He was at once king, high priest, and economic overlord. 
Strict obedience to his will usually followed as a result of the 
belief that his powers were of divine origin, In the role of 
king he was commander of the army, with all instrumentalities 
of force in his control. As high priest he was supreme head of 
the state religion, a position of the utmost importance in most 
eatly political societies. As economic overlord he assumed ulti- 
mate responsibility for the material well-being of his subjects. 

This last-named function of the Patesi sprang from the pecu- 
Kiar character of Sumerian social environment. The early city- 
kingdoms were set upon the banks of the Tigris and Zuphrates 
rivers, Agriculture was the basis of economic life, and agri- 
cultural prosperity depended on adequately planned control of 
the annual floods which visited the land of the two rivers, 
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ence the construction and maintenance of an claborate system 
ofdykes and canals were matters of social necessity, No indi- 
“vidual, whether priest or Jand proprietor, was in position ta 
“carry out such a program calling for centralization, systematic 
long-range organization, and no small degree of compulsion, 
For this reason the task fell to the Patesi. Private enterprise 
could not undeitake the responsibility of guaranteeing to the 
people an intelligent control of the flood waters which brought 
with them each year new fertility to the soil. This was carly 
recognized as on of the prime prerogatives af the state, Full 
power was reserved by the Patesi to levy on the wealth of 
individuals and to compel their personal services in so vital a 
concern of the whole political group. Tivery flood season con- 
stituted an emergency. Accordingly, the state tended in time 
to be organized on a permanent emergency basis. 

Geographical factors, however, made it impossible for any 
one of the numerous city-kingdoms established in this region 
ever to become secure and self-sufficient. The Tigris-Huphrates 
Valley as a whole constituted an economic unit. The neces 
sity for political unity followed naturally. Flood control and 
irrigation projects in isolated areas could not he assured of suc 
cess unless public works were carried out along the entire 
course of both rivers. This fact, together with the exposure of 
the region to military attack on all sides, accounts for the 
imperialistic policy of the carly Sumerians and the later Semitic 
kings. 

' 

The process of political and economic unification reached its 
fullest development in the latter half of the third millennium 
B.C, particularly in the brilliant age of the Babylonian king, 
Hammurabi, who reigned about the year azov. ‘The discovery 
of a large section of his law code, together with hundreds of 
sublic and private letters, has thrown a flood of light on the 
social life of the period. That part of the evidence touching on 
itate control of economic activity is of special interest here, 
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Tt has been previously pointed out that the chief concern of, 
the state, whether an individual city-kingdom in early timessby 
an imperial régime as in the ime of Wammurabi, was to insure” 
the prosperity of agriculture, the basis of the material well- 
being of the people, Tence, the code was explicit in requiring 
that the banks of all canals be kept in excellent repair. The 
tiller or leaser of the soil was liable for crap losses due to the 
flooding of his land, if such flooding was attributable to his 
negligence, ‘To regulate the flood supply the code provided 
that the terms of cultivation contracts be strictly enforced. If 
a planter neglected to cultivate his plot of ground, he was 
required to supply grain according to the yield of a similar plot 
in the neighborhood that season. 

The wages of agricultural and industrial labor, the hire of 
farm animals, and the cost of professional services were fixed 
by the state. Artisans such as stone masons and carpenters 
were paid a specified weight of silver by the day, Agricultural 
laborers, including shepherds, herdsmen, and boatmen, were 
paid with grain, The fees of surgeons and veterinarians were 
fixed by law, and were based on the capacity of the patients to 
pay. Ifa surgeon bungled, he faced severe penalties, 

The building industry, too, was under rigorous state control, 
IC a house callapsel upon an occupant and killed him, the 
builder was liable to capital punishment, The traffic in alco- 
holic beverages was also under the control of the state. Mal- 
practices in the sale of beer and wine were severely punished. 

The basis of this wide exercise of royal authority over the 
economic life of the people was religious sanction, By com- 
mon agreement the ruler’s power was derived from the pro- 
lecting god of the city-kingdom, and all laws were promulgated 
in the name of the god. Hence, disobedience was an affront to 
divinity as well ag an offense against the state. 

The institution of private property and the recognition of 
private enterprise were implicit in the law. However, both 


30 ANCIENT SOCIETY 


were subject to state regulation in the interest’ of the common 
welfare. The existence of classcs was taken. for granted; the 
imperial bureauctacy, the independent nobles, merchants, arti- 
sans, and workmen, and in a special category, the priests who 
administered large landholdings, But above all classes stood 
the king and the supreme law of the land. Flagrant alpses 
of class privileges were punishable by law. The severcr penal- 
ties were reserved for members of the privileged classes, 

Such, in general, was the relation between political authority 
and economic Iffe in the classical period of Mesopotamian civil- 
ization. The main features of the system survived many later 
foreign conquests, 

Turning to the Nile Valley, one finds some points of simi- 
larity and some of suiking contrast to conditions in the fand of 
the two rivers, In the first place, Egypt, even more than Meso- 
potamia, was dependent upon, annual floods for her existence, 
Early and systematic control of the Nile waters as far as the 
first cataract was favored by geographical factors, whereas the 
physical environment oféMesopotamia, as already shown, made 
such control difficult, Egypt enjoyed far greater comparative 
isolation, protected on the east and west by the désert, on the 
north by the sea, and on the south by jungles and the treacher- 
ous upper Nile stream. By the time the historical record be- 
comes reasonably clear—that is, in the early fourth millennium 
B.C.—the lower valley was settled and unified politically and 
economically by a homogencous people, ‘The rivalry of inde- 
pendent city-kingcoms came to an end much earlier in Egypt 
than in Mesopotamia, and a much larger measure of central- 
ized political authority was established. But the fundamental 
political problem was the same in both regions—the necessity 
foe insuring the prosperity of agriculture. In Egypt the prob- 
fem was met by investing the reigning Pharaohs with autocratic 
powers, both political and economic, Asin Mesopotamia, the 
autocracy was founded on religious sanction, the Pharaoh often 
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being regarded not merely as the earthly representative of the 
supreme god of the land but as the manifest incarnation of the 
god, Krom this it followed, in theory at Teast, that the whgle 
land and the people as well were the sole property of the king 
as the incarnate god. 

The amazingly successful system of dykes and canals, the 
imposing pyramids and temples, the vast and enviable wealth 
of the land were evidences of the practicability of the system. 
To be sure, the land from time to time reverted to semifeudal 
conditions under degenerate native rulers or [éreign conquer 
ors, but for a large part of four thousand years Egypt prospered 
magnificently under theocratic absolutism, 

The clearest and most complete picture of Egyptian economy 
comes from the early Ptolemaic dynasty in the third century 
B.C, when the Greco-Maccdonian rulers, following the Per- 
sians, revived and brought to ney heights the main features of 
the Pharaonic economic system, aM6dern knowledge ,of the 
period has been greatly exteridles ays “sy eae and publica- 
tion of a wealth of papyrological sffituial, 

Like the ancient Pharaohs, the Prolestif fiblished them- 
selves as supreme autocrats of the land by diviite right. They 
proceeded on the uraditional theory that the crown possessed 
full power to exploit the whale resources of the country. Cen- 
tralization, national planning, state tonyal of agriculture and 
industry, were never carried out on a more thoroughgoing scale 
anywhere at any period in the history of the Mediterranean 
world, ‘Ihe land with all its raw materials, as well as the 
labor of the whole native population, was effectively brought 
under the control of the king, Old dykes and canals were 
rebuilt, repaired, and maintained at the top of efficiency by 
impressed labor, Large areas of desert wastes were reclaimed 
and put into fruitful cultivation, Some of the more important 
industries, notably the production of cereal oils and paper 
manufacturing, were operated as state monopolies. A power- 
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ful merchant marine and an energetic band of royal commer- 
cial agents were active overseas in scarch of timber and metals 
for import and in quest of markets for Egypt's exportable 
products: grain, paper, textiles, and Juxury articles of fine 
workmanship, This intensive and far-flung business activity 
was necessary not only 1o preserve and raise the standard of 
living in Egypt, but also to support the huge military and naval 
establishment on which the power of the Plulemies ultimately 
rested in a world of strong rivals. The circumstances were 
much the sanvé as in the days of the native Highteenth ane 
Nineteenth dynasties. 

The all-important production of foodstuffs—grain and cattle 
—was under the cageful supervision of the state. The whole 
area of arable land was regularly surveyed and assigned to 
responsible oversééis, some of them direct agents of the king, 
as on the crown Jand, som hem agents of the priests, as on 
the temple land. dence that in the best days of 
Ptolemaic rule, th ‘ feeain, including cereal oil 

Petordance with an claboratgsnational 

fic neces and the capacity of ¢ HE foreign 
market to absd Surplus. The annual grain quota of each 
nome (administrative unit) was fixed at Alexandria, the capi- 
tal, From this pointrto the disposal of the last bushel of grain 
the entire process’ gfaprotluction and distribution was in the 
hands of the goverfanient, Seed was allotted to cach nome, to 
each village, to each peasant, according to the program for the 
year, which had been decided upon in Alexandria, ‘The peas- 
ant planted his acres under the scrutinizing eye of a royal over- 
seer, who wrote out his report for an immediate superior, who 
in turn reported to his superior, until the planting returns were 
all filed at the royal capital. Lest the peasants practice sabo- 
tage the progress of the growing crop was noted at intervals 
and new reports were filed. Of course, the harvesting was done 

* under the strictest governmental supervision. The workman 
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was give what was thought sufficient grain for himself and 
his family until the next season. Sometimes the grain would 
be stored in a royal warehouse aud credited to the account of 
the farmer, who might draw upon it from time to time, The 
grain for export was concentrated at Alexandria and shipped 
thence to eastern Mediterranean markets, most of the profits 
going into the national treasury, 

The production of cereal oil crops was one of the most pre- 
tentious of the state monopolies. The size of the crop, the 
details of planting and harvesting, wansportation to the state- 
controlled oil presses, and final marketing, were all supervised 
by royal agents. Peasants were under tompulsion to plant and 
harvest their specified quota, Workmen were impressed into 
the service of the oil mills as well as for labor on the dykes and 
canals and other public works, Althoughwtthe textile industry 
asa whole does not svem to hayg "a so tbenanghly under the 
control of the state, itis kno 
actively into miathy phasewiag, 
looms, § ad requiring licenses bt 
ators. “Details of the paper industry, offtapE 
of the national wealth, are liule knownebed@ 
of trustworthy evidence. 

The broad lines of this national economy, borrowed in part 
fram the Pharachs, were transmitedd dzithe Ptolemics to the 
Romans, Augustus and succeeding rors treated ligypl 
not as a province of the Empire, but as a vast private estate of 
the ruler. 

What of personal initiative, of “rugged individualism,” 
under such a system? ‘Lhe first Ptolemies and the carly 
Roman emperors found no lack of such qualities among their 
subordinates whose hands personally operated the machinery. 
The bureaucracy, recruited almost exclusively from the ranks 
of the Graco-Roman population, was generally well provided 
for, Some of the more enterprising were permitted to do busi- 
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ness for themselves while serving the state. Others, notably 
the retiued soldiers, were made land proprietors and therefore 
part shareis in the revenues derived from their holdings. It 
was the native Egyptian population, the workers in the field 
and factory, that never shared abundantly in the fruits of the 
system, 

European civilization, if exception is made of the Mycenwan 
Age, developed much later than in the great river valleys 
already discussed, and under much different circumsiances, 
The Balkan and Italian peninsulas, owing to their peculiar 
physical characteristics and the circumstances of their coloniza- 
tion, were to follow a cburse of political and economic develop- 
ment strikingly dissimilar to that of Babylonia and Egypt. 

It is a commonplace observation, but none the less funda- 
mental, that the Homeland of the Greeks was ill adapted to 
the formation of a large, unified state. The terrain was broken 
up into numerous small valleys walled in by hills and mountain 
ranges, There were no great" ivers, no vast stretches of fertile 
plains. The soil was cqmparatively poor, However, with the 
exception of thy ifipgf Peloponnesus, the greater part df Greece 
was within reach of the sea, Jiconomic life in such a region 
must be based on a precarious agriculture and a large potential 
overseas trade, In the case of Greece this economic life 
developed withou  absolutistic, theocratic, political ideology 
that permeated the aiicient Orient. ‘The concept of the state 
as a society of free cilizens was first given to the warld by 
Greece, and most stoutly defended in antiquity by peoples who 
participated in Hellenic culture. This does not mean, how- 
ever, that political and economic individualism in the modern 
Jessez-faire sense, was rampant in the ancient Greek world. 
The idea of the authoritarian state was well known and gen- 
erally accepted throughout the Greek world, but to be palatable 
the authoritarian state must rest its power on the free consent 

+ of the governed. 
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The Athenian city-state furnishes an excellent example of 
economic development in harmony with democratic principles, 
Solon was traditionally regarded as the founder of Athenian 
political demacracy, Certainly he was the first historical figure 
to attempt basic economic reforms within the framework of 
political democracy. He came to the fore in the carly sixth 
century B.C. when Attica was faced with a serious economic 
crisis, ‘Tenant farmers were rapidly becoming serfs of large 
Jand owners. ‘The ruling class held mortgages on most of the 
small holdings, attaching the persons of many defaulters and 
selling others into slavery for debt, Foodstufls were being 
exported to the enrichment of the nobles and the distress of 
the general population. ‘The aspirations of the trading classes 
along the coast were being thwarted. Violent social revolu- 
tion, so common on the Greck islands andthe Asiatic coast of 
the Algean, was threatened ingAttica. The revolution was 
avoided by the personal intervention of Solon in 594 B.C. when 
he offered himself as a candidate for the archonship, a popular 
magistracy, and asked for emergency powers during his incum- 
beney. He was elected and granted the powers he asked for. 
The most oppressive of the debt contracts he is said to have 
cancelled outright. He prohibited the practice of offering the 
person as security for debe and of selling the resourceless debtor 
into slavery. ‘Those debt contracts he permitted to stand were 
materially cecluced in value by his deprectation of the currency, 
so that the debtor saved about one-fourth in every payment. 
He drastically curtailed all agricultural exports except olive oil. 
He required every Attic father to teach his son a useful occupa- 
tion, He is credited with firmly establishing the timocratic 
principle in Athens whereby the whole citizenship was classi- 
fied according to income and the tax burden and political privi- 
leges were distributed on this basis, . 

True, the reforms of Salon did nat strike at the roots of social 
and economic inequality and did not, for long, meet the de- 
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mands of the small farmer and the tradesman. But a propi- 
tious beginning had been made and the democratic principle 
had been vindicated in a moment of crisis, A. half-century 
later the same basic causes of unrest, stubbornly ignored by the 
upper classes of the timocracy, again threatened the safety of 
the state. At this time no constitutional reformer, but a dic» 
tator ruling by military force, came forward as the champion 
of the oppressed classes and made his will supreme in Athens, 
His name was Pisistratus, He made no pretense of being other 
than he was—a dictator ruling in the interests of the small 
farmer and the small tradesman, His régime and that of his 
two sons broke the power of the old landed nobility, raised up 
a prosperous and public-spirited yeomanry, and lifted Athenian 
commerce to a position of importance in the Agean world, 
He made no changes in the externals of the Solonian consti- 
tution, but reserved to himself and his political allies the power 
to control the machinery. He encouraged the small farming 
class by direct state grants of sced and other agricultural sup- 
plies. He assigned plots of land to the urban unemployed and 
supplied them, too, with the necessary materials to make : 
beginning in farm life, Others among the urban unemployed 
he put to work on public building projects. Abroad, he ex- 
tended diplomatic relations with many of the leading commer- 
cial powers with the idca of finding profitable outlets for the 
growing Athenian trade, 

Aristotle remarked that Pisistratus ruled more as a consti- 
tutional magistrate than as a usurping autocrat. It is undeni- 
able that the nascent forces of pure democracy grew strong 
under his personal administration and emerged completely 
victorious after the overthrow of his son, Hippias. The shift- 
ing of economic power from the hands of the landed aristocracy 
to the hatids of the small farmer and the trader, an achieve- 
ment of the “tyranny” of Pisistratus, bore political fruit in the 
transfer of political power to these latter classes which were 
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the mainstay of the Athenian democracy during the heroic 
years of the mighty struggle with Persia and the glorious and 
tragic years of the rise and fall of Periclean imperialism. 

“Kar different was the social and economic development of 
Sparta, the powerful fifth-century rival of Athens, ‘The con- 
trast was due lo the peculiar position of the Spartans in the 
Peloponnesus, “They had entered the country from the north 
quite early, probably in the ninth century B.C, and found an 
old, settled population in possession of the land. From the 
beginning, the warlike invaders constituted a minority group, 
whereas in Attica there was no traditign whatever of any for- 
eign intrusion, Athenians considered themselves indigenous 
to the soil. ‘The Spartans, on the other hand, were compelled 
to maintain themselves by force among people of irreconcilable 
hostility. Serious uprisings of the earlier inhabitants made it 
necessary for Sparta to ordeg her institutions in conformity with 
political realities, To do this meant no less chan organizing a 
city-state along the lines of a continually beleaguered fortress, 
In sheer self-defense Sparta became, in the late seventh or early 
sixth century B.C. an amed camp. Her citizen-soldiers lived 
their daily lives under rigid military discipline, ‘The subject 
population was kept in cheek by a permanent policy of terrar, 
Such conditions, of course, mace normal economic life impos- 
sible for the Spartans. The result was that agriculture and 
commerce were given over to foreigners under the strict super- 
vision of the state. ‘The subject peoples (Helots) were com- 
pelled to till the soil, the products of which were parcelled out 
to Spartan citizens to supply the mess tables at home and the 
commissariat during military campaigns abroad, as well as to 
care for the wives and children of the soldiers. The Spartan 
was not expected to do any farming on his own account. It 
was enough for him to enforce discipline among*the Helots , 
cultivating the plot of land assigned to him. 

Trade was meager, when compared with that of Corinth,’ 
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Megara, or Athens, and was put in the hands of resident aliens. 
As a matter of fact, Sparta as a state never aspired to material 
wealth, Hler citizens were discouraged from acquiring private 
property for its own sake, All was for the support of the army. 

Through the crises of the Persian war and the long struggle 
with the Athenian Empire, these institutions stood the Spartans 
in good stead, ‘Their army was well-nigh invincible. The sta- 
bility of their constitution was praised by political philosophers, 
who pointed to the successful blending of the best clements 
of limited monarchy, aristocracy, and democtacy. However, 
events of the fourth cegtury B.C, proved to be the undoing of 
the Spartan state. Catapulted into a position of leadership in 
the Aigean after the disruption of the Athenian Empire, the 
Spartans were wholly inadequate for their task, Mconomic 
illiteracy and political inflexibility combined with barrack-hall 
boorishness to reduce Sparta to the ranks of a second-rate power 
within a few decades after her triumph over Athens. 

Conspicuous as the points of contiast are between Athens 
and Sparta in their economic and political development, it 
should not be forgotten that much of the common Greek spirit 
pervaded the thought and behavior of both peoples, In each 
the state was regarded as a socicty of free citizens, whose sight 
it was to use the instiumentalities of the state Lo make effective 
the popular will. The power of the state to direct economic 
forces was recognized in both communities. Economic expan- 
sion resulted in one instance, economic contraction in the other. 
The Athenian and Spartan citizens willed it to be so, 

Space does nol permit any comprehensive treatment of 
Roman practice in the fields where politics impinged upon 
economics, Even with unlimited space the problem would he 
most difficult of attack. Complexity and confusion are inevis 
table in dealing with a people beginning as proprietors of a 

é small aristocratic agrarian state, growing up as oligarchical 
leadets of a peninsular league, attaining maturity as masters of 
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a work empire, and decaying in the habiliments of oriental 
despotism. “The life cyele of this remarkable people extended 
over twelve hundred years. During their long experience they 
came into vital contact with, and were compelled to adjust 
themselves to, every form of political, social, and economic 
organization known to the ancient world. 

On the basis of fragmentary evidence available for the early 
period it is safe to assuine that the primitive Roman state was 
acommunity of farmers, ‘They had brought into Italy certain 
political institutions well known to their kinsmen, the carly 
Greeks: the kingship, the council of elders, and the popular 
assembly of fighting men, They discarded the monarchy in 
favor of aristocratic senatorial rule in the sixth century B.C, 
according to tradition. ‘The distinguishing feature of Roman 
private and public life then and later was the family. At the 
head of the family stood the father, the pater fanulias. His 
patriarchal rule over the household was absolute. In addition 
to the father, the household consisted of the mother, the 
children, the free servants and slaves, and all the land and 
chattels belonging to the estate, All members of the household 
worked, either in the field or in the home, All participated 
in the devotions at the family altar. 

Some of the language and institutions of family life were 
catricd over into public affairs (res pudlica). Senators in the 
early days were addressed as parres; the conscripli came later. 
The word patrician has a similar connotation. Augustus was 
hailed as Pater atque Princeps. Succession to the Principate 
was generally arranged by the adoption of the intended heir 
—as son of the ruling emperor. 

-oie Lt was natural therefore, that the heads of the most influential 
Milles should constitute the governing class in the days of 
the republic, The agency through which they ruled was the 
Roman Senate; membership was for life, The ranks were. 
recruited largely from ex-magistrates, Throughout, most of 
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the republican period the dircetion of public policy was exclu- 
sively in the hands of the Senate, All efforts to widen and 
popularize the base of sovercignty proved abortive, Raman 
oligarchy, when it collapsed during the first century B.C, 
passed into a thinly disguised military autocracy rather than 
a democracy. 

It was the traditional policy of the Senate in republican times 
to safeguard the class interests of its members. ‘These interests 
centered mainly in the accumulation of land and the amassing 
of wealth derived therefrom, since senators were forbidden to 
engage in trade. The gxtension of Roman power to the whole 
of Italy in the early third century B.C., added enormously to 
‘the land holdings of the senatorial class and brought the repub- 
lic face to face with its only rival in the western Mediterranean, 
the powerful Carthaginian Empire in northern Africa, The 
threat of Carthaginian control over Sicily in the second quarter 
of the third century B.C. led the Roman Senate to open hos- 
tilities, In the first Punic War, Rome cleared Sicily of Car 
thaginians and incorporated the rich island into her own 
empire, the first overseas territory to be so included. The 
Hannibalic war brought in the Spanish provinces and con- 
fined the Carthaginians within the environs of their city. A 
revival of their agricultural prosperity in the second century, 
even ona much smaller scale than formerly, aroused the intense 
jealousy of the ruling classes in Rome, a jealousy and hatred 
expressed in the Catonian slogan: “Delenda est Carthago”. 
Carthage was utterly destroyed and the site’ of the city strewn 
with salt, Rome was now supreme in the West and was far 
on her way to bringing the Greck East under her dominion. 

Every step in this imperial march was directed by the sena- 
torial oligarchy in Rome, The animating spirit of imperial 
policy during this period was the self-aggrandizement of the 
members of the ruling class. The results were disastrous for 
this class, and they precipitated a crisis that endangered the life 
of Mediterranean civilization, In Italy, thousands of small 
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landowners were ruined by the cntrance of wealthy senators 
into large-scale capitalistic agriculuure employing slave labor, 
In the overseas provinces, senatorial administrators and invad- 
ing armies practiced wholesale extortion and pillage. Dispos- 
sessed Italian farmers flocked to Rome and swelled the ranks 
of the urban proletariat. xploited provincials, unable to move 
the Senate to moderation and justice, rose in bloody but Lutile 
rebellion; idealistic reformers, such as the Gracchi, politically 
ambitious but powerless members of the new bourgeoisie, Ital- 
ian municipalities deprived of any share in the imperial loot— 
all were rebuffed at the door of the Senate, 

Forceful defiance of the ruling class scemed the only way 
oul. This force was applied by a military dictator; the Senate 
did not long survive the blow struck by Julius Caesar. Under 
Augustus, however, that body was restored to respectability 
and some degree of serviceableness, but was stripped of all 
genuine sovereignty. 

With the establishment of the Roman Principate the Mediter- 
ranean world for the first time became an economic as well as 
a political unit, Interest centered largely on the “bread and 
circuses” policy in (he city of Rome, an outgrowth of conditions 
existing in republican times, and on the efforts of the emperors 
ta guide the economic development of the empire as a whole. 

The distribution of free grain to the inhabitants of the city 
of Rome was regarded by Augustus and his successors as an 
accepted fact in political life. Their chief concern was to avoid 
glaring abuses by-restricting the benefits to bona fide citizens 
and to provide free grain only to the demonstrably indigent. 
Others were required to make a small payment for the corn, 
The number of beneficiaries during the early imperial régime 
was about 200,000. The alloument was five pecks a month. 
The drain on the public treasury was severe, but such was the 
price the emperors felt compelled to pay as insurance against 
social revolution in the streets of Rome. . 

The extension of the system in order to provide relicé for 
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orphans and children of poor familics came about in the reign 
of Nero (54-68). ‘Tiajan (98+z17) ordered that such pay- 
ments be made monthly. ‘The recipients were known as puert 
et puellae ameniarn, Through this governmental bounty 
they were greatly helped with their education. A decree of 
Hadnan (117-138) states that boys were lo receive the pay- 
ments up to their eighteenth year and girls up to their four- 
teenth year, 

The assumption that it was the duty of the state lo provide 
for the general welfare, especially in the case of the economic 
ally weak and unprivileged, was carsied over into wider ficlds 
of Roman imperial adfninistiation. In one social crisis after 
another the central government intervened in efforts to restore 
equilibrium, 

One of the earlicst of these crises under the Principate was 
the sharp decline of agriculwure in Italy, beginning in the last 
quarter of the first century A.D. Wine from the vineyards of 
Italy was beginning to suffer severely from competition with 
wine from the rapidly growing fronticr provinces of Gaul, 
Spain, and northern Africa. Wine prices fell disastrously. 
Many landowners faced ruin while farm laborers were brought 
to the verge of starvation, Italy was confronted with famine 
as well as poverty since she depended on her exports of wine 
and olive oil to pay for her imports of foodstuffs. 

The emperor Domitian (81~96) acted with drastic vigor. 
He ordered no new vineyards to be planted in Italy or in the 

“provinces and decreed that half the vineyards then standing 
should be destroyed, At the same time he undertook to in- 
crease the production of grain in the provinces. The sweeping 
decree with regard to the vincyards was modified in some parts 
of the empire, but in many sections it was enforced to the letter, 
The immediate crisis in Italian agriculture was met successfully. 

However, the trouble lay deeper. Italy could never hope to 
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regain the position of economic supremacy she bad held in the 
first century A.D. so long as the western provinces were free 
to compete with her, No emperor dared reduce these prove 
inces Lo a status of permanent inferiority in their relations with 
Italy. All that remained was to cushion the shock. Nerva 
(96-98) sought to settle dispossessed farmers on newly pur- 
chased public lands. Trajan extended some measure of relict 
to the city-welling landowners by giving them cheap credit, 
and, as has been noted, he regularized the dole to the children 
of poor families and to orphans. 

Meanwhile, the condition of Italian agriculture went from 
bad to worse through the second century and shared the gen- 
cral ruin of Greco-Roman cconomic life in the third century. 
Scientific cultivation of vineyards and olive groves by Lrechold- 
ing “dirt farmers” or intelligent resident-owners degenerated 
into the absentee landlord system, creating on one hand a class 
of rentiers and on the other a class of peasant tenants. 

Industry and, to a certain extent, commerce followed agri- 
culture into a gradual decline during the second century, The 
leading facts here were the decentralization of industrial life in 
the western provinces, the cclipse of Italian manufacturing 
cities in the face of overseas competition, the growing self- 
sufficiency of the provinces, and the progressive lowering of 
the quality of goods. Until the critical days of the late second 
and early third century, the government interfered but slightly 
with industry and commerce. Both were of far less impor- 
tance than agriculture in the economic life of the empire that 
remained to the last overwhelmingly agrarian. However, in 
moments of grave emergency the government did not hesitaté 
to assert its final supremacy in these spheres as well as in 
agriculture, F 

The debacle which engulfed the whole empire, in the middle 
of the third century, was precipitated in large measure by the 


. 
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intolerable burden of taxes levied on this precarious economic 
structure by a central government compelled to defend unde- 
fendable frontiers and to support a civil burcaucracy that grew 
in size as the fortunes of the people declined. In the tension 
that developed, bitter class antagonism arose, most notably 
between the masses of farm laborers in the country and the 
absentee landowners and tax-gatherers of the cities, ‘The gen- 
eral policy of the emperors of this period was to intervene on 
behalf of the peasants as against the landlords and on behalf of 
bankrupt localities facing impossible tax payments, But the 
vicious circle could net be broken. The more the internal 
economy of the empire decayed, the greater became the strain 
on the frontiers, and the more insistent the need for larger and 
larger appropriations for the army. 

The results are well known. On the political side, the 
Roman Principate, based on the idea of the ruler as the chief 
magistrate of free citizens, was transformed into an absolute 
dictatorship based on force and buttressed by religious sanction. 
On the social side, the masses of the people were reduced to 
compulsory labor on the farm and in the factory lo preserve the 
existence of the state, On the economic side, the direetion of 
the main processes of production and distribution passed into 
the hands of the emperors after the immemorial custom of the 
Orient. The wild inflation of the currency in the third century 
and the radical price-fixing decree of Diocletian at the begin- 
ning of the fourth are instances of the extremities to which the 
state resorted to arrest the process of disintegration. 
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Craver III 
MEDIEVAL SOCIETY 
Bernard W. Dempsey, SJ. 


The dominance of the corporation in our modern life 
brings us much closer to the culture pauerns of the medieval 
economy than is perhaps apparent at first sight. ‘Ihe local. 
ism of medieval society has been replaced by a network of 
nationalism and inte:nationalism, but for all that, many 
underlying economic principles and practices are still perti- 
nent to modern socicty. Yet medieval economic control, 
despite these formal nexuses, is in open contrast to that 
of modein society, Medieval social doctrine deliberately 
attempted to determine who could and should aid in 
attaining the commonweal, In the period of European de- 
velopment, before the principles of modern nationalism 
were well understood, the guild association was the pivotal 
point for the functioning of economic life. ‘Today there is 
renewed interest in many guild objectives and growing 
inteiest in the autitude of medieval society toward the doc 
urine of monopoly and supervision of market practices, 
toward the provisions for trading abroad, toward the rela. 
tive status of apprentice, journeyman, andl master, and 
toward the admission of women to the guilds, 

Medieval scholars in this field emphasize the fact that 
the guild regulations were designed to protect the work- 
e's investment in his skill and to ensure the community 
a fair product at a fair price, Such objectives have reap- 
peared in the modein attempt to establish a system of codes 
under the NRA. The fact that these time-honored abjec- 
tives were not realized in the twenticth c&ntury was duc 
in part to the influence of the “cultural Jag.” In medieval 
society the strong arm of localism was usually capable of 
bringing pressure to bear on the behavior of those socially 
nonconformist groups that scemed motivated chiefly by 
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antisocial preferences. “Voday, the situation is different: 
the influence of public opinion is not only weakened but 
sometimes is practically nullified by reason af the crass. 
currents of a more complex social structures LM, 


EDIEVAL economic control is in open contrast to that of 
Mormocters society in almost every important respect. Mod- 
ern control, though very real and widespread, is largely private 
and therefore piccemeal; it is accidental, devious, and not al- 
ways fully conscious of the scope of its actions. Even in those 
cases where action is public and direct, tariffs for example, 
modern control is aware of ils inconsistency and is accordingly 
apologetic and loquacious. In medieval society, on the other 
hand, control was public and unblushing; it was in many 
respects complete and always purposeful; litle was left to acci- 
dent. Because medieval control was harefaced and in the open, 
its sources are usually clear, and its growth may be observed as 
it extends itself by a greater and greater participation of those 
on lower economic levels in an authority which, though admin- 
istered from above, has its roots in the whole community. 
Modern contro! usually enters the industrial world obliquely, 
through the side door, or is handed by politics to economics to 
he received without recourse. This contrast is valid, of course, 
only for an economy conducted on Victorian lines; it is not 
apposite in those countries which, despairing of automatic ad- 
justment, have turned to arbitrary one-man rule which has 
nothing whatever in common with medieval economic govern- 
ment on the plan of justice and law. 

Control is a apecies of government, and government to 
Aquinas, a qualified medieval spokesman, was “the harmoni- 
ous direction of affairs to their proper end.” Direction is posi- 
tive, not negative only, and implies impulse as well as restraint, 
Divine Providence was the principle of government both hu- 
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man and divine, but Providence requires as part of its plan 
the intelligent codperation of creatures in the divine design, 
Men must use their heads, working together, in attaining their 
ends both temporal and eternal. Not before the Unlighten- 
ment could men place their faith in an “invisible guiding hand” 
which required no human codperation. Such magical effects 
would not satisfy the medieval rationalist. For a given phe- 
nomenon he required an adequate explanation; to attain a 
given end intelligent effort was required, The economic 
bonum commune was such an cnd; therefore its attainment 
called for intelligent effort. Ends are attained through order, 
not through chaos or competition. So the medieval world set 
about determining who could and should do what to attain 
this end, the commonweal. 

The principal organ in which this intelligently codperative 
effort to attain the common good expressed itself was the guild. 
The guild was a European affair throughout the entire Middle 
Ages, a fact which the intensive study of the linglish guilds 
has tended to obscure. The word guild itself appears in sev. 
eral languages, but there were also nuiversitates, collegia, cari- 
tates, gremios, mestas, mestieri, corporations de métiers, can 
fréries, innungen, Amte, Ziknfte, fraternitates, fraivies, seuole, 
arti, hanses. The guild is the economic institution par excel- 
lénce, an accepted way of doing things manifest in every part 
of western Europe and applied to almost every form of social 
activity. , Association, deliberate and conscious, was a universal 
medieval phenomenon, a vital, organic institution, plastic, re- 
sponsive to the needs of time, place, and circumstance. For 
this reason, if for no other, the facts which history teaches us 
about guild life shade imperceptibly into probability and con- 
jecture. Generalizations must be taken as against such a back- 
ground, realizing that we are dealing with an institution not 

_ Superimposed by a modern omnipotent government, but grow- 
ing, as it were, spontaneously out of the thoughtful effort of 
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free men to direct to their proper end the things that make for 
bread—that is, to govern their economic life. 

Universal though the guild might be as a social phenome- 
non, concretely it was a distinctly local affair, Nation- 
alism, as we have it, was unknown in the Middle Ages, and 
guild cconomy was almost exclusively communal in structure 
and outloak., Some merchant guilds, naturally, had concerns 
over distant matters, and thus would associate themselves with 
other foreign merchants for the purchase of supplics and for 
their transport, but the guild of each group remained entirely 
an afair of the men of the home town. Goods were sold in 
a market which was local in scope and regulated by local 
authority for the benefit of fellow citizens only. However 
warm might be the hospitality bestowed on pilgrim or wander 
ing clerk, in matters of business a cold reserve awaited the Cor- 
cigner, though he might be from a city but a hundred miles 
away. Tearing in mind the solidarity which prevailed in all 
Kurope on the intellectual and religious plane, this economic 
isolation furnishes us with a strange paradox. The same 
Thomas Aquinas, sojourner in Paris, Rome, Naples, and Co- 
logne, who could fecture to clerics from all parts of a real 
Christendom in their universal Latin, could also write for the 
instruction of the young King of Cyprus, “Now intercourse 
with foreigners, according to Aristotle’s Potties, is particularly 
harmful to civic customs. It follows inevitably that strangers 
brought up under other laws and customs will in many cases 
act as the citizens are net wont to act and thus, since the 
citizens arerdrawn by their example to act likewise, their own 
civic life is upset”? Prevailing physical conditions of transport 
and communication made this aloofness toward the unknown 
foreigner as much an effect of a real isolation as the cause of 
further isolation. 

OF the origins of the guilds, no single satisfactory explana- 
tion or hypothesis is tenable, nor probably ever will be. ° 
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The collegia of Roman artisans, the extension of Christian 
societies into economic activities, Anglo-Saxon frith-guilds 
or fraternal associations, German banqueting or drink- 
ing societies, the example of the religious communities, the 
natural expansion of the family economy with the extension 
of the scope of economic activity, have all been brought for- 
ward singly or in groups to explain the appearance of the 
guild system. Most of the exclusive explanations are highly 
tendentious, and the simplest and most realistic attitude is to 
be satisfied with the fact that there was in Europe a way of 
life accepted by all which made association natural, casy, and 
permanent, and that there was a concrete cconomic problem of 
filling the needs of daily life which could most intelligently 
be met by association, This much is certainly uue; if in this 
or that arca, pagan institutions were with this new leaven 
quickened, or if surviving Roman institutions were revitalized 
by this religious factor in the new economic complex, the facts 
are not exclusive but complementary. Once the system existed 
in well-defined form, the successful guild was imitated; just 
as over 350 communal charters show the influence of Rouen, 
Breteuil, and Beaumont, so guild charters which experience 
had approved were studied and copied, From Siena to York, 
in the writing of the ules of the guilds, the same formula 
dan be found: “If anyone shall presume” to do thus and so— 
an ancient canonical formula as old as ecclesiastical law. Tor 
the rest we may well take our stand with the good men of 
Stratford-on-Avon who in 1381, when asked to give an account 
of their guilds, stated that their origins went back to a point 
“whereunto the memory of man reacheth not.” We must take 
the guilds as we find them, as going concerns. 

The pervasive religious element makes them difficult, if not 
impossible, to classify neatly, and chronological categories 
; which do not strain the facts are not easily constructed, In 

good medieval terminology, guild is an analogous term preci- 
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cated of things which are the same under one aspect, but di 
ferent under another. For convenience, we shall treat them 
in three overlapping divisions, religious guilds, merchant 
guilds, craft guilds, Of the first, little need be said; they were 
organized among the laity for devotional, charitable, and social 
purposes; they were common to all Europe, and few towns- 
people would nat have belonged to some such organization. 
Their objects included participation in the liturgy, mutual 
help, aid of the poor, the sick, the aged, prisoners, strangers, 
the burial of the dead, provision of dowries for bride and 
novice, maintenance of schools, social and recreational activi- 
ties. As instruments of economic control, the merchant and 
the craft guild here occupy our attention, but they are not 
entirely distinct from the religious associations, Religious 
groups were nol necessarily of economic purpose, but the eco- 
nomic corporations, both merchant and craft, never excluded 
the religious. In point of time the religious societies are the 
oldest, but new ones continued to come into being long after 
merchant guilds had been flourishing all over Europe, and, 
after the craft guilds had established their independent status, 
merchant guilds continued to appear, For the most part, craft 
and merchant guilds were quite distinct in Europe by the 
middle of the thirteenth century; before that, however, this 
need not be true and exceptions always remain. 

Though existing in the South for at Icast a century and a 
half earlier, merchant guilds become clearly discernible as 2 
general institution early in the twelfth century—associations 
of free men of a town, enjoying a monopoly of trade over a 
given area, and having the right, within the limits of their 
charters, to legislate concerning the conduct of transactions; 
hours of market, terms of payment, grades of goods, and simi- 
lar matiers. The rise of the merchant guilds is closely cognate 
to the rise of the free communes and the establishment of 
urban independence; both are part of the same movement,” 
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Almost certainly the guild had a de facro existence as a free 
association before the town was chartered, but the formal 
existence of the guild as a juridical entity was always «epend- 
ent upop the act of some public authority. Though the guild 
regulatidhs were binding upon all, only the town corporation 
had power over the guild, No single formula suffices to 
describéthe relation of town and guild corporation save that 
it was always intimate, Trade was promoted by the guild's 
creating wharfs, ports, market-halls, roads, canals, and arrang- 
ing commercial agreements, caravans, armed escorts, Weights 
and measures were supervised by the town corporation or the 
feudal lord but the task might be deputed to the guild. By 
the right of staple, goods in uransit were subjected to an option 
of the local authorities, and by this means local people were 
guaranteed food and raw materials, Sometimes, as at Licge 
after 1384, town and guild were identified; at Florence, Zurich, 
and Strasbourg the merchants’ corporation had privileges con- 
cerning the nomination of town councilmen. In theory, the 
guild coiporation was distinct from the town corporation and 
subordinate to it; in practice, they tended to become more 
or less identified, at least in personnel, certainly in sympathy. 
In Bologna, Siena, Bruges, Spires, Worms, Ulm, Mayence, 
and Marseilles, the guild had a greater or lesser voice in 
specifically municipal affairs, 

The dominant preoccupation of both town and guild was 
the promotion of the common prosperity by orderly use of 
their new-found and sometimes dearly bought freedom. As 
in the case of town charters, feudal authority had granted the 
early guild charters for a variety of reasons, for public utility, 
out of concern for the common good, for convenience, in 
exchange for definite services past or future, to avoid trouble 
with a class that was fast attaining a pawer that had to be 
reckoned with, or as a result of open and bloody revolt of that 
same aggressive power. What the merchants wanted is clear 
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from what they got: “That ne foreign merchant buy within 
the city from a foreigner, corn, bides or wool, except from a 
citizen... that no foreigner sell cloth at retail in the city 
«that no foreign merchant tarry in the city ve a mer- 
chandise to sell it except for forty cays... . Als@” that all 
reasonable persons have their gil..." (Dublin, ryg2 4D.) 
“.. We deeree that our ownsmen of Dordrecht tity enjay 
in their own right the following freedom of the said town, 
namely, that it is permitted to no one in Dordrecht to cut 
cloth for retail sale except to those who are designated by 
this trade... and except they be in the hanse and fraternity 
of the Lownsimen belonging to Dordrecht.” (Theodore, Count 
of Holland, rac0 1.2.) “T have also granted this liberty to 
them that if anyone shall come into that place [the guildhall] 
wheresaever he may have committed an offense, my judge 
shall not be allowed to arrest him in that hall. ... We have 
added this too that no forcign merchant shall never sell or 
expose his goods for sale except in that hall or its appendages 
or in the open market.” (Theodore, Connt of Flanders, to 
St, Omers, 1x51 AJ).) “Also, no vessel from all Normandy 
may ship to Ireland except from Rouen, except in one case 
where it is permitted to ship from Cherbourg once a year.” 
(Henry, Duke of Normandy, King of England, 1150 A.D.) 
On the basis of such grants as these, the guild corporation 
sel about supervising the market. The legislative power rested 
in the general assembly which elected consuls, rectors, échevins, 
captains, wardens, provosts, doyens (as they were called in 
various places), and which was assisted by a council of prad- 
hommes and the like. As a juridical personality, the guild 
could do business as a unit through syndics and procurators. 
All of these officers were elected for very short terms, as also 
were the lesser internal officers concerned with the strong 
box and the records, In general, in the North the guild had - 
no capital fund of its own; this was supplied by the members 
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themselves for cach venture. In the South some few asso- 
ciations had a common capital. Three principal forms of 
bad practice were special objects of solicitude: (a) Lorestall- 
ing, whjch meant obtaining goods before they had been 
offered 6 all comers in the open market—for example: by 
going out to meet a ship or caravan; (b) regrating, which 
meant Bfiying for immediate resale at a higher price in the 
same market; (c) engrossing, which meant obtaining a corner 
on the supply of a commodity in a given market. ‘The usual 
penalty for forestalling was forfeiture of the goods involved 
to guild, town, or crown; penalties for regrating varied widely, 
{rom expulsion to fines, Futures wading was forbidden, for 
speculation and monopoly were the two great dreads of the 
medieval business man; “those people who buy only to sell 
immediately, called by the French regratiers because they pre- 
vent an unhampered exchange, ought to be crushed by the 
community and exiled,” wrote John Duns Scotus (cl. 1308), 
the great Franciscan scholar. The doctrine on monopoly 
requires careful statement; social monopoly was essential to 
the structure of the system of guilds; it was regarded as normal 
and useful and necessary and was taken for granted. Personal 
monopoly was the greatest possible economic abuse, for which 
no penalty was too severe. In addition to all the other pre- 
ventives of monopoly, there was added the right of par by 
which a merchant who had been present at a purchase by a 
fellow guildsman could demand a share in the bargain at 
the original price. “Whoever buys a lot of herring shall share 
them at cost price with the neighbors present at the buying.” 
(Berwick-on-T weed, 1283 A.D.) Violations of the regulations 
of the association were punishable usually by fine; “if anyone 
shall do this he himself would likewise be deprived of his 
guild and may not recover it except he give one mark, and 
if he himself buys wine from Cologne none of the brethren 
of the hanse of Utrecht may drink it but if anyone do so and 
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he convicted thereof by two aldermen, he will lose his hanse.” 
(Utrecht, 1251 Ald.) 

Since the merchant as a uader was much concerned with 
getting his wares from abroad, problems promptly rose over 
the protection and maintenance of business relations in dis 
tant centers where the products af local industry were to be 
sold, or where commodities desired in the home market were 
to be bought. The problems were solved by an extension of 
association lo agreements between guilds in different cities, 
to which agreements the term Aanse was applied. The hanse, 
originally a tax imposed on foreigners who wished to use 
the local market, came to mean the agreement by which for- 
eigners were given a certain status in the market, and finally 
the organization which arose out of these agreements. One 
such hanse, carmpased at first of seventeen towns of Normandy 
and the Low Countries, later with a membership of sixty, 
was organized chiefly with the great fairs of Champagne in 
view.’ The Flemish Hanse of London with headquarters at 
Bruges united fifteen cities whose guilds were involved in the 
English wool trade. The German Hanseatic League num- 
bered seventy cities dominated by Bremen, Lubeck, and Ham- 
burg; they nat only traded with each other but also maintained 
houses and staffs at clistant posts such as Bergen and Novgorod. 
The manner of these agreements and their content is indicated 
by the following between Hamburg and Lubeck (raqr A.D.): 


The advocate and common council of Lubeck.... We 
have made an agicement with our beloved friends, the 
citizens of Hamburg: 1) ‘That if by chance, robbers or 
other evil men rise against our citizens or theirs fiom that 
place where the river which is called ‘T'rave flows into the 
sea to Hamburg, and thence along the Elbe to the sea, and 
if they assail our citizens or theirs, whatever costs or 





1Lxplen discussion of the faire is omitted in Uus brief paper because it involves 
no form of control not treated in some other connection, 
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expenses dre incurred for extiipating these robbers we 
ought to share with them and they with us... . 3) Ifany 
burgesses of theirs near our city: of Lubeck, or our bur: 
gesses near the city of Hamburg should be ill-treated, we 
shall surrender the doer or docis of the deed for punish- 
ment and they will surender such people to us at the 
expense of the commune. 


285 


Associations of artisans are found in Kurope quite as carly 
as the period in which the merchant guild becomes potent; 
the chandlers of Parisehad a guild in ro6z, and butchers’ char- 
ters in the same city dated 1x34 and 1162 appeal to ancient 
customs which they have enjoyed “this long time.” Yet the 
merchant guild prospered first and found a fixed place for 
itself; hence, as we may regard the rise of the merchant guild 
as characteristic of the twelfth century, so the rise of the 
craft guild may be taken as characteristic of the thirteenth, 
subject to all the restrictions on generalization given above. 
Under merchant guild impetus, the towns flourished, a more 
detailed division of labor became useful and necessary, the 
material standard of life rose, especially for the merchant 
classes, and, like so many kindred groups in other historical 
stages, they sought to “stabilize business” for their own benefit. 
At first the merchant guilds had welcomed competent new 
members and had fostered the crafts, but as they grew wealthy 
they sought to maintain by exclusion what they had gained 
by effort, service, and enterprise, Against this exclusive tend- 
ency, the crafts, by the same arguments, principles, and means 
which the merchants had used against the feudal authority, 
sought to secure their status against both lord and merchant. 
burgher. The craft movement is broadly analogous to that 
of the merchants. By the terms of their charter, the asso- 

+ ciation of artisans obtained the exclusive right to practice a 
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certain trade within a given area, the right t make rules 
for their craft and to enfyrce penalties; ike the burghers, 
they frequeutly were charged with the performance of public 
funetions other than the production of their specific article. 
The early charters make this clear. 


Tt is clecreed that there shall be twenty three fishermen of 
Worms, namely these NN, ... In addition... if any- 
one shall be found to have bought fish ta retail them 
between the two towns of Suelnthein and Aludruphea, or 
if he he taken by the said fishermen while making the 
said purchase, the fish will be taken from him and equally 
divided among the townsmen. ... Those who catch fish 
are not prohibited fiom selling them but the said twenty 
three fishermen are not allowed to buy any before the hour 
of prime, (rial A),) 

Henry... Duke of Normandy... Be it known that 
T have granted and confirmed with this my charter ta my 
ttaners Of Rouen their guild... ne one shall ply their 
eraft in Rowen except with their permission, (2770 4D.) 
Philip. °. King af the ranks ©... The butchers of Paris 
came to our presence asking that we grant ane permit 
them to hokd in peace their ancient customs... That 
the hurchers of Paris can buy living and dead meat and 
whatever pertiting da their cot freely and: without tll 
within the area of Paris. ... No one can be a Paris 
butcher... unless they wish t: concede it of their own 
will, (1182 A.D.) 


Of these three charters, one is from a bishop, one from a 
duke, one from a king. Others could be cited as granted by 
the common council; for example: the carpenters’ charter of 
Richirzegscheide in 1178 or that of the butchers of Tuln in 
123% ‘The complexity of the relations between craft guild and 
feudal authority is thus well illustrated. 

Craft guilds spread rapidly once their star had risen, Pacis 
had scarcely a dozen in 1780; in the reign of Saint Louis 
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(1226-1270), about 100; and in 12g, more than 350 much. 
subdivided crafts. Thus, within the lifetime of Htienne 
Boileau, Louis’ provost of Paris, the guilds of that city 
increased in number two and one half times, The 18 which 
were in London in r180 had grown to rro in 1422, These 
numbers are cxceptionally large; in citics of moderate size, 
such as Cologne, the average was between 25 and 35, 
In smaller cities there were but 15 or 20 guilds with some 
of the less numerous crafts unorganized, Yet cities as diverse 
as Venice and Saint Omers had 58 and 59 respectively at the 
end of the thitteenth gentury, and Florence had 73 in 1316. 
Entuance into the craft took place by the service of an 
apprenticeship; the apprentice was bound by a contract, made 
in his behalf by his parents, to serve a given master for a term 
set by the guild: two years for the cooks, twelve years for 
the coral workers, In a few cases like that of the old clothes 
men there was no apprenticeship, The apprentice was bound 
to live at the master’s home and to be subject to him as one 
of his family; in every casc he was included in the domestic 
discipline. The master was bound to teach the youngster all 
that he knew of the craft. For example, at Marseilles, in 1248: 


I, Peter Botre, in good faith and without guile, place with 
you, Peter F'eissac, weaver, my son Stephen for the purpose 
of learning the trade and craft of weaving, to live at your 
house and to do work for you from the feast of Easter next 
for four continuous years, promising by this agreement to 
take cate to sec that my son does the said work and that 
he will be faithful and trustwouthy in all that he does, 
..» And I, Peter Feissac, promise you, Peter Borre, that 
I will teach your son faithfully and will provide food and 
clothing for him, 


Though not a member of the guild, the apprentice enjoyed 
its protection; relations between master and boy were objects 
of guild jurisdiction; the number of apprentices was limited, 
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usually to one or two. A runaway apprentice who returned 
in a short time had nothing more to do than to make up 
the time losis if he could show ill-treatment or failure to 
teach on the part of the master, the latter could be deprived 
of the boy, and this meant « considerable invesiment lost in 
time and instruction, On the other hand, for repeated offenses 
a runaway could be forever excluded from entrance into the 
guild, 

Upon the completion of the probation, the young man might 
have to pass an examination, or present an example of his 
skill, but usually he became a journeyman upon the sworn 
statcment of the master, He was now a member of the guild 
in full standing, bound to it as it was bound to him; most of 
his fellow members were of the same grade in the guild. He 
was now free to bargain for his salary with any master who 
had need of him; after a period of a year or so, he was free 
to become his own master if he was financially able to do 
so—that is, to set up and equip a shop. If he continued to 
work for another, having agreed upon a salary arrangement, 
a strict bilateral contract existed for a definite period of time, 
after the lapse of which the journeyman was again free to 
put a fair estimate on his ability. Wages did not then fluctuate 
widely, and the earnings of journeymen were, on the average, 
two-thirds to three-fourths of those of the master. The master 
was not a foreman or a gang-boss, but the proprietor of a 
shop; masters and journcymen worked side by side at identical 
work in which both had the same approved standing. Com- 
binations of masters against journcymen were forbidden and 
appeared only rarely, in the later Middle Ages. Hfours and 
methods were regulated by the guild for both masters and 
men; night work was forbidden because of poor light which 
meant poor work. The absence of speculation, the regularity 
of the demand, and the stability of the market made it possible 
to plan work without putting undue pressure on anybody, 


60 MEDIEVAL SOCIETY 


As in the merchant guild, the general assembly was the 
legislative body of the corporation, and in this masters and 
journeymen had cqual voice. Occasionally, the alficers were 
appointed by the town; usually they: were clected by the 
assembly for tcrms of a year or less, and fines were imposed 
for refusal to serve. Sometimes only the masters were cli 
gible, because they had most at stake; in other cases, like the 
fullers of Paris or the cordwainers of Exeter, masters and 
journeymen shared equally in the offices (consuls, rectors, 
bailes, surposes, gards, eswards, jurés, aldermen, prudhamies). 
The guild regulationg were designed to serve two purposes: 
to protect the workers’ investment in his skill, and to ensure 
the community a fair product at a fair price, ‘The first end 
was obtained by the vigilant guarding of the monopoly on 
which the guild rested, and by the supervision of the market 
for raw materials; the second evoked rules forbidding all 
manner of faulty workmanship, or fraud in presenting the 
object to the consumer. Roger Aldith was “cut off from the 
guild and separated from the community” of Leicester because 
he was convicted three times of making cloth “with the woof 
in the middle poorer and worse than at the ends.” Likewise 
in other guilds: 


And no apprentice shall cut cloth to selvage for half a yer, 
and this is to obtain good work. And no master ot joure 
heyman may cut cloth by himself because no man ean cut 
cloth well alone, And whoever infringes this rule shall 
pay five solidi to the fraternity for each offense. ... And 
those who are fed at the expense of the city shall be put 
to work first. And he who slights them for strangers owes 
five solidi but if the stianger be put to work he cannot be 
removed as long as the master wishes to keep him... . 
And when a master does not work hard he owes five solidi, 
and a journeyman two solidi. (Arras, 1236 A.D.) 


The edict is that no dyer be so bold that he dye cloth or 
blankets if they have not been woven or dressed in. this 
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town under forfeit of £50 and banishment from the town. 
vee The edict is that noe one be so bold, either man or 
wontkan i all this town, Chat he commit Gand in woolen 
cloth or Linsey woolsey. ... And Tet ne one be so bold, 
either man or woman, that he commit fraud concerning 
dye materials, And let no dyer commit fraud concerning 
his dye for the sake of money. And whoever shall Lrespass 
in any of the above edicts shall incur a forfeit of £50 and 
shall be banished fiom the town and shall lose his craft for 
one year. And the dyemaker who is party to such opera- 
tions will incur a forfeit of £50 and shall be banished from 
the town and shall lose his craft. (Douai, 1250 A.D.) 
a 

As indicated by these statutes, women were admitted to those 
guilds in which their competence equalled that of men, and 
where it excelled (needlework and lace-making, for example) 
they had associations af their own. 

By such means was medieval economic control extended to 
production as well as to exchange, under cules designed to 
increase, regulate and guarantee production while safeguard- 
ing the product. The common good was the norm of eco- 
nomic morality, In certain instances, at the harvest, the crafts 
were interdicted from work “for the benefit of husbandry” and 
the craftsmen went into the fields that the work might be done 
in time, But the agriculuual worker was never admitted to 
the system and was only an indirect beneficiary of the code of 
fair markets. For the rest, so did men assemble “in behalf 
of the common good,” (Urrecht, ragr A.D.) and “for the sake 
of usefulness,” (Richirszegscheide, 1178 A.D.) and “to provide ° 
properly for our city.” (Stendal, 1231 A.D.) 


iM 


Unless one be addicted @ priori to some of the cruder forms 
of materialism or the more naive forms of phenomenalism, it 
will not be denied that the ideas and ideals of men have force 
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in the shaping of their history and institutions. In evaluating 
the institutions of medieval Europe, the ulmost care must be 
taken to preserve the historical sense, to maintain a realistic 
perspective, There are not wanting writers who, having de- 
cided that religion is bad for the people, or that it is false, or 
unscientific, have sought to Icgislate it out of existence as a 
creative factor in medicval Europe, The formula for such 
writers is simple; the things of which they approve in medieval 
society come from a spirit of opposition to religion and all the 
things of which they do not approve come from the influence 
of faith, Actually, whether one approve or not, medieval 
Europe was a Christan sociely, a profoundly religious com- 
munity which interpreted all things in terms of Jesus Christ 
and the Catholic Church, A medieval man would no more 
think of himself as being opposed to the Church than he would 
think of himself as being opposed to the weather. He might 
be furious over the fact that it rained on a given day, or that 
Rome had decreed thus and so; but he did not set out to 
abolish either the weather or the Church. In the universities, 
at that time more populous than at any other time in history, 
all this was probed, analyzed, rationalized, systematized. 
Among the laity, it was accepted almost as uncritically as the 
modern populo minuto accepts all the hypotheses of science as 
dogma, and makes its act of faith in the Genesis of Herbert 
George Wells, the Leviticus of Pareto’s method, and the 
Paralipomenon of Harry Elmer Barnes, 

The first ruling idea which is of importance in explaining 
medieval control of economic activity is the doctrine of private 
property. Ownership was generally held to be a natural right, 
especially after Aristotle's Politics became current, ‘This right, 
however, was never unconditional. The face of the earth was 
ordained for the sustenance of all men; the most efficient 
means in the ordinary course of events for the attainment of 
that end was division into private property, but this division 
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could never be such as to defeat the primary purpose, This is 
epitomized in the 66th question of the Secunda Secnndae of 
Aquinas; after establishing the right of daminion, he proceeds: 


The other ielation to external things is their use and as 
far as this goes, no man ought to have anything proper to 
himself but all in common so that thus cach may communi- 
cate easily to another his necessities, Hence says the 
Apostle, ‘Charge the rich of this world not to be haughty 
or to set their hope on the uncertainty of riches... . Vo 
do goad, to be rich in good works, to be open-handed and 
generous! ,.. And therefore the division of goods that 
praceeds ram human law cannot came in the way of man’s 
need of being relieved out of such goods... . To use the 
property of another, taking it secretly in a case of extreme 
need cannot, properly speaking, be characterized as theft. 


This concept of property, which could be illustrated over and 
over again from contemporary writers, underlies all medieval 
economic activity. Private property is a legitimate and natural 
institution, founding a true rights the administration of that 
institution and the exercise of that right cannot, however, 
justly interfere with the paramount purpose for which the face 
of the carth was designed, the sustenance of all men, 

As an immediate and inevitable corallary of this teaching, 
though having also an independent foundation in Scripture, 
tuises the precept of alms-giving asa matter of grave obligation, 


Therefore those who are rich are enjoined to be dispensers 
yather than owners, .., When we assist the poor, without 
doubt we do nat proffer our own goods but render to 
another that which is his, For in the eyes of a just judge 
we are regarded as merciful when we faithfully dispense 
things which are not ours but are common. (Peter Da- * 
mian, rogo A. D.) 

Whoever possesses anything in this life is like the steward 


of the High King, nor are those things which he has, his 
but are committed to him by the Lord as to a procurator 
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or agent. He ought so to minister the goods of the Lord 
that he may have the necessities of Jife therefrom, and 
render to the Lord that whieh is left overs... ‘Think not, 
biethren, that when you give to the poor you render to 
them of your own; you give them what is theirs... . ‘Thus 
Gregory in the 45th Pastoral says, “Mhat earth dom which 
you have taken is common to all men and accordingly sus 
tenance also 1s commonly offered to all’ (Peter elbelard, 
1142 A. D.) 

In truth, all things are to be shared in time of extreme 
necessity for natural reason dictates that the welfare of our 
neighbor should be more highly prized than Uhese temporal 
goods. (William %{ Auxerre, 1231 A, 1).) 


Variations of the same theme could be recorded from every 
medieval writer on the subject; theologians might dispute 
whether the obligation arose from justice or charity; in any 
case it was real. The canonists might seek to devise legal 
means by which the poor might vindicate their right to share 
in goods which had becn left to some institution for the sake 
of the podr, but the right itself was beyond dispute. And the 
lavish eleemosynary establishments with which the guilds 
studded Europe are practical testimony to the acceptance of 
the theory. 

Given such a theory of property, given an organie concept of 
the state, for “in civic relationships, all men who belong to the 
same community are regarded as one body and the whole 
community as one man,” the manner of economic control was 
inevitable, The members of the body do not fight against one 
another, and Christian men “are logether the body of Christ 
and severally His members.” (First Epistle of Paul to the 
Corinthians, Ch, 12, v. 27.) Men associate together in intelli- 
gent codperation and this association expresses, itself in corpo- 
rations, wniversitates in the sense of guilds, communes: “Since 
there are various grades and orders in these communities, the 
highest is that of the commonwealth which is ordained to pro- 
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cure by itself a sufficiency of goods for human life... 
Through diversity of function and status is the peace of tem- 
poral commonwealths promoted inasmuch as there are many 
thereby who participate in public affairs.’* Under the aegis 
of the commonwealth, therefore, lesser associations will per- 
form the functions necessary for the prosperity of the com- 
munity, but the subsidiary corporations are to be left alone: 
“The optimum in any government is that things should be 
provided for according to their own measure, for in this does 
the justice of an administration consist. Accordingly, it would 
be against the principle of human government if men were to 
be prevented by the governor of the commonwealth from 
carrying out their own functions, unless perchance for a brief 
time because of some emergency.” * The interference which 
is justified in time of emergency and the regulation required to 
mitintain organic balance ac all dimes are based on a principle 
which harks back to the doctrine on property: “all particular 
goods which men obtain are ordained to the common goad as 
to their end,” Such is the rationale of a guild economy. The 
burghers of Ulm probably could not have explained it system- 
atically any better than George Babbitt could expound the 
full evangel of “rugged individualism.” The former would not 
understand the profound implications of the mystical body of 
Christ, and the latter does sot know anything about the blind 
and dumb deistic Providence that lurks in the premises of 
laissez faire. But the bishop could explain it to the burgher, 
and the confessor apply it for him; and the banker explained 
it to George when he made his quarterly confession in his 
financial statement. And thus are things done when an insti- 
tution is the accepted way of doing them. 

As property and business are matters of public and social 


‘Thomas Aquinas. 
hid, 
‘tb, 
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concern, so loo are contracts, Contracts are frecly entered into, 
without compulsion; but they take place within the framework 
of society. What the Supreme Court of the United States was 
recently constrained to observe, was'a medieval commafiplace: 


The conclusion was that such contiacts must be under- 
stood as having been made in reference to the possible 
exercise of the rightful authouity of the government that no 
obligation of contract can extend to the defeat of that ob- 
ject... . Parties cannot semove their transactions from the 
domain of dominant constitutional authority by making 
contacts about them. (Gold Clause Cases) 


e 

Since in the words of Bernadine of Siena, (d. 1344) “the chief 
-purpose of both civil and private contracts is the common 
good,” the guild economy was not at all backward in outlaw- 
ing all sorts of contracts which were seen to be contrary to 
public policy, The medieval view of liberty was more realistic 
than the modern, Liberty is a relative term, depending on 
what it 1s that one is free from; by the mere fact that I choose 
one thing, I make it impossible to do the opposite. To be abso- 
lutely free to do cverything is impossible and contradictory; a 
person who has been properly vaccinated is no longer free to 
catch smallpox, Iam really free when [ am able to seek the 
good which I wish and am not forced to seek it. 

Front the doctrine on private property as stated, and from the 
doctrine on the organic nature of society and its functional 
organization, the doctrine of just price follows as a ready 
corollary. If the face of the earth remains in a radical sense 
the patrimogy of all men, if, in their efforts to reduce the face 
of the carth to their service, men work codperatively like the 
highly interdependent organs of a body, then obviously the 
exchange of what is produced under these circumstances must 
be made equitably. Justice, according to Ulpian and the whole 
canonist tradition, requires that we render to each man that 
which is his to an equality. Goads are exchanged in terms of 
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their value but, since the praductive pracess is a sacial pracess, 
the value of a commodity is based not on the estimate of this 
or that individual but upan its sacial utility, as expressed in the 
commftinity estimate of ity social value. From Albertus Mag- 
nus of Colagne: 


According to this analysis, the capenter ought to receive 
the product of the tanner and in tuin pay the tanner that 
which according to a just exchange is his... . Otherwise 
there is no correspondence in labor and expense... . If 
however such exchanges do not fake place in this man- 
her propottionate equality is not preserved. And when 
this equality is not preserved, the community is not main- 
tained because labor and expense is not repaid, Tor all 
indeed would he destroyed if he who makes a contract for 
so much goods of such a kind does not receive a similar 
quality and quantity. The state cannot be built up of one 
type of warkers alone; properly therefore these things are 
exchanged not absolutely but with a certain comparison to 
their value according to use and need, 


And Aquinas: 


If however this reciprocity is absent, there will be no equal- 
ity of the things exchanged and thus men will no longer 
he able to dwell together. ... All the crafis would be de- 
stroyed if each would not receive an amount proportionate 
to that which he produced, s 


And Aquinas, in another work: 


Buying and selling were institued for the common good 
of both parties since cach needs the products of ghe other. 
« «But what was introduced for the common utility 
ought not to bear harder on one party than on another and 
therefore the contract between them ought to rest on an 
equality of thing to thing,... And therefore to sell a 
thing dearer or to buy it cheaper than it is worth is in itself 
unjust and illicit, . .. ‘The just price of things however is 
not determined to a precise point but consists In a certain 
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estimate, .,. The price of an atticle is changed according 
to difference in location, time and tisk to which one.is ex- 
posed in cartying it from place to place or in causing it to 
be cairied, 


Not so long ago, the prevailing academic mood considered 
it good form to dismiss the dgctrine of just price with a patra- 
nizing observation about objective valuc and canonist teaching. 
Such statements have no relation to historical fact and conse. 
quently are not made today by people who have profited by 
the examination of medieval documents accomplished during 
the last fifty years, Even yet we are without proper docu- 
mentary evidence of the precise manner of the impact of 
authority on the market, in the matter of price, Sliding scales 
of prices for foodstufls, instituted by public officials, are avail- 
able, but definite cases for other commodities are scarce. The 
doctrine of just price was not based on a value supposedly 
inherent in the object; it was the expression of the estimate of 
the community on the value of a commodity offered in a 
market which was genuinely fair, open, and without fraud. 
The chief difference between scholastic just price and classical 
natural price is that the liberals believed their deistic Provi- 
dence constituted fair markets automatically through the magic 
of competition, no matter how hard men tried to make them 
unfair. The guildsmen believed that men were the sons of 
Adam as well as of God and that the accomplishment of the 
designs of Providence required the sedulous application of 
human reason as well as codperation with divine grace. 

As a special case of the doctrine of just price, there was the 
matter of the condemnation of usury. This doctrine was not 
based, as is sometimes said, “on a dictum of Aristotle”; the Old 
Testament contains disciplinary prohibitions to this end, and in 
the New Testament are texts which, while not teaching the 
doctrine explicitly, may appropriately be quated as approving 
the discipline, The argument underlying the prohibition was 
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not unique but was of a piece with the principles with which 
the canonists attacked all problems arising under contracts. 
If I lend you a durable godd, a tool, or a draft horse, the 
ownership can be distinguished from the use, and Dean charge 
you for the use while retaining the, ownership, In the case 
of goods which cease to exist with their first use, bread, for 
example, or wine, I cannot charge you for the use while retain 
ing the ownership. I can sell you the wine, but if I lend it to 
you, I can ask for nothing more in return than the value of it 
Money evidently belonged in this second category, being good 
for nothing but to be spent. Therefore, to charge a price for 
its use as distinct from its ownership was an obvious violation 
of justice. The Council of Vienne startled no one when in 
gir it declared: “If anyone shall fall into such an crvor that 
he should pertinaciously presume to affirm that to practice 
usury is nol a sin, we decree that he should be punished as a 
heretic.” At all times, however, the canonists allowed that 
interest be taken if the circumstances of the loan were such 
that an extrinsic tile existed, such as loss arising from having 
made the loan, the sacrifice of an opportunity for gain, or 
genuine risk to the capital. Moreover, through a contract of 
partnership one could always go into an enterprise and receive 
compensation for the use of his money since it was then actu 
ally hazarded, Some transactions condemned by modern his 
torians as usurious evidently fall into that category. 

Tn a handicraft economy, money was, as a general thing, 
relatively barren, The possession of a fund of money, for 
the majority of the people, was not then so great an asset as is 
working capital today, and for this reason a loan of money, 
when none of the special circumstances mentioned above was 
verified, was actually the loan of a sterile thing; and a charge 
for its use as clistinct from its ownership was a charge for some- 
thing that did not exist. In such an economy, if people made 
loans for consumption purposes with no thought of employing 
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the money in production, all the money would soon indeed be 
in the hands of the usuters, especially since medieval rales were 
enormous, All the abuse that medieval preachers heaped upon 
them as the bloodsuckers of the people would be and was 
merited. The prohibition of usury in such a nonmonctary 
society was but the application of the precept of charity and an 
indispensable piece of social legislation, With the growth of 
capitalistic enterprise, new extrinsic titles were admited by the 
canonusts and the scope of old oncs was widencd, until in recent 
times the fact that money may always be readily exchanged for 
productive goods causes it to be regarded as virtually produc- 
tive, and therefore interest may always be taken on a loan of 
money, for it is no longer, in canonical terminology, a ma 
tuum, but a locatio, the hire of a useful thing, We prescind 
here from the question as to how much productivity there is in 
indefinitely expansible bank credit. Nothing in the shift in 
economic structure can relieve the obligation of coming to the 
assistance of a fellow man in need, no matter how profitably I 
might otherwise be able to employ the funds which I might 
give tohim. The medieval doctrine on usury was a reasonable 
interpretation of the monetary and social facts of the day, an 
imperative discipline to avoid social evils, and no deterrent to 
econoinic expansion, for there was ample room for legitimate 
contracts within the framework of the unquestioned exirinsic 
titles. Extrinsic titles should not be confused with subterfuges 
as some writers do confuse them; subterfuges were treated by the 
canonist in their own place as wsura palliata (cloaked usury). 
In general, the doctrine of the just price and the doctrine on 
usury were accepted and lived up to, Exceptions and viola- 
tions there were, of course, but they were recognized as abnor- 
malities and offenses against public policy and were penalized 
for what they were. Whether or not these controlling idens 
interfered with freedom depends entirely upon what it is from 
which one wishes to be free. 
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Three types of factors may be assigned as causes of the de- 
cline, failure, and ultimate extinction of the guilds—changes in 
the economic, spiritual, and political spheres—but all of them 
are closely interwoven., In the first group falls the Black Death 
coming in the middle of the fourteenth century; the apoca- 
lyptic toll which that plague levied would have strained any 
economic system to the breaking point, had it had no other 
effect than the numerical change in physical producers, After 
the Black Death, the craft guilds lost their vitality and flexi- 
bility and manifested many of the faults which had come to 
characterize the merchant guilds, The fall of Constantinople, 
the new channels of trade, mercurial price changes attendant 
upon the influx of gold and widespread debasement of the 
currency called for a capacity of adjustment that no longer 
existed, The second circumstance, which was in its turn 
aggravatcd by the Black Death, was the attenuation of the 
Christian spirit and the relaxation of the fibre of Christian 
society caused by the Renaissance of pagan ideology. The 
Papacy at Avignon, the Great Western Schism, the monastic 
lands administered by a handful of survivors of the Black 
Death whose places were taken by improperly trained succes- 
sors, were none of them calculated to inspire an attitude of 
codperation and. association, Ultimately the strongest factor 
of all was the rise of nationalism and the omnicompetent state, 
and the systematic promotion thereof by the jurisconsults of 
the Roman law. In its first phase, this represented a combina- 
tion of burghers and crafts with the crown against the feudal 
proprictors, and is typified by Philip the Fair and Heory VII 
of England. In its last phase, when the guilds had been long 
atrophied and had failed to grow to the range of a national 
market, it meant that the national government sought to 
supply all the regulation which was formerly furnished by the 
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lesser autonomous bodics within the structure of the state. 
Even the most enlightened and benevolent despotic burea- 
cracy cannot hope to carry off successfully so complex a task, 
and the result is that the modern fiberal state, omnipotent in 
theory, is quite impotent in practice, The regulation which 
the guilds formerly imposed upon themselves, in modern so- 
ciety is imposed upon everybody by those who control the 
state. And those who control the state ask only, in the sweet 
name of liberty, to be left alone. 

A sane evaluation of the guild system as a method of eco. 
nomic control is not easy, for the guilds have suffered sorely at 
the hands of both their friends and their critics. Romantics of 
the nineteenth century painted guild life in dainty colors and 
yearned for the golden age that was gone. Nineteenth cen- 
tury liberals, with an unsurpassed ignorance of medieval life 
and thought, stretched the guild upon the rack of their meta- 
historical presuppositions and desided the caricature; men who 
believed in miracles could not possibly have done anything 
right. Heinrich Pesch’s measured judgment is probably close 
to the truth; the handicraft worker of the Middle Ages would 
not have recognized the picture the romantics painted as hav- 
ing anything to do with him; light and shadow are well 
blended in the guild scene. But the associations were cco- 
nomically efficient; they did raise the volume of regular pro- 
duction of useful goods and they distributed the increased 
product equitably, at least within the system. The principle of 
their organization is sound; living and growing as it did when 
it extended from merchant to craftsman, it had unlimited 
possibilities. But when, inconsistently, lower grades in the 
community were excluded from enjoying the same type of 
status as that possessed by those already organized, the guilds 
belied their own vital principle, withered, and were destroyed, 
The void which their ultimate extinction left has never been 
filled, and the complete absence of a common way of life 
among moderns makes it problematical whether or not there 
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is a sufficient substratum of natal virtue to enable people to 
get together on an associational basis to All that void. The 
guilds were possible because there was a prevailing pattern of 
social thought which no one questioned, and which could be 
used as a foundation for social action, Today, far from agree- 
ying upon the nature of man and his destiny, we are at logger- 
heads over the preambles of philosophy, Yet if we cannot find 
some reasonable principle for common action, it is still truc 
that “all the crafts will be destroyed” and the “community will 
not be maintained.” 
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Lnglish, Supplementary statutes for English guilds can be found 
in Documents Ulastrating the History of Civilization in Medieval 
Lngland, 2066-1500, Life and Work in Medieval Europe offers the 
most satisfactory connected narrative of the guild economy as a 
whole. to which may profitably be added “Commerce and Industry 
in the Middle Ages" (Chapter XIV) and “Northern ‘Towns and 
Their Commerce" (Chapter XV) in Cambridge Medieval History, 
ot for a precise summary, “Uimancipation des Villes, les Communes, 
la Bourgeoisie" (Chapter VIII), and “Le Commerce et l'Industrie 
au Méyen-Age"™ (Chapter IX), in Histoire Générale. On German 
guilds, the first two volumes of the History of the German People 
at the Close of the Middle Ages ave useful. The Gild Merchani is 
still perhaps the best single work in that field; for details concerning 
the crafts, see Histoire des Corporations de Métiers; Ktudes sur 
TIndustrie et la Classe Industrielle a Paris au XUI’ et an RIV! 
Sidele; Syndicats, Trade Unions et Corporations (translated in part 
into English as Guilds in the Middle Ages). On medieval social 
thought, see PAiosophy and Civilization in the Middle Ages, The 
Social Theory of Thomas Aquinas, Just Price in a Functional Econ- 
omy,"The Medieval Theory of the Social Order,” or Av Essay on 
Medieval eonomie Teaching, The various phrases through which 
modern attitudes toward the guilds have passed may be interest- 
ingly traced in Wealth of Nations, Adam Smith, Book I, Chapter 
10, part a3 Principles of Political Nconamy (pp. 17, 401, 938), by 
J. Stuart Mill (who practically ignores the subject, though some of 
his ideas on association are quite sound and equally unorthadox); 
and Principles of Lconamics, by Alfved Marshall, Appendix A, 
p. 735. Contrast these with the honest bewilderment of a paper 
like “The Problem of Control in Medieval Industry,” 
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ECONOMIC CONTROL AND 
NATIONALISM 


Cuaprer IV 
THE AGE OF MERCANTILISM 
EE. A, J. Johnson 


In the history of economic control and planning, no 
sharp break occurred between the Age of Faith and the 
Age of Mercantilism. ‘New economic policies reflected 
both the localism and the universalism of the Middle Ages, 
but in rather different admixtures, and added another in- 
greclient. In most European countries national spirit was 
consolidated, and in this process not only was the autono- 
mous control of town life modified but at the same time 
new ventures in planning were undertaken on a nation- 
wide scale by ambitious sovereigns or statesmen. France 
definitely took the lead in this type of experiment, largely 
because her political institutions permitted; countries like 
England, on the other hand, made bue little progress 
toward state regimentation of economic life, because a tra 
dition of economic freedom was already deeply rooted in 
the common law. 

The details of the many experiments in economic control 
and planning in the Age of Mercantilism need not be re 
viewed here; they are adequately outlined in this chapter, 
It is important, however, to notice the enthusiasm for plan- 
ning which was awzociated with an awakening nationalism, 
to perceive the multiple forces aligning themselves either 
for or against a state-systematized economy. For these 
forces may be expected to exert a profound influence on the 
pattern of dconomic control and planning regardless: of 
time and. place; they are the important elements. which 
must always. be kept in the foreground. No sovereign. 
power can long compel business men to conduct. economic .. 
activity in ways inimical to their selfish’ interests or by. 
methods which: collide too violently with underlying preju- © 


dices ane preconiceptions, Successful eoqerel 4 must combitic 
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requisite coercion with a shrewd canalization of business 
motes, The Age of Meicantilism supplies abundant illus. 
trations —F, M. 


I 


skE every period of transition, the Age of Mercantilism 
was essentially experimental, and the real nature of con- 
temporaneous economic policy becomes clear only when the 
forces inducing experiment are understood. ‘These forces were 
both governmental and entreprencurial, Freed from the con. 
ventions of the Middle Ages, there emerged slowly many dis- 
senting groups of persons whose economic interests were 
“untowardly affected by surviving legislation based upon the 
localism which had inspired medieval town policy. These 
pluralistic clements strove increasingly to curry favor with the 
national governments arising in practically all Muropean coun- 
tries, Sovercigns in turn skillfully cultivated the friendship of 
business groups because they realized clearly that revenue is an 
indispensable prerequisite for power. ‘Too many favors, how- 
ever, could not be conferred upon radical business men, for the 
obvious reason that the majority of entreprenenrs still con- 
ducted their affairs according to traditional practices deeply 
rooted in medieval town policy. Out of the interaction be- 
tween government and business and as a consequence of the 
varying degrees of economic traditionalism which still gov- 
erned business practices, there emerged new economic policies 
which in one way or another represented compromises between 
rulers, radicals, and conservatives. 
The common ambition of European sovereigns centered 
around political unification, since out of jurisdictional consoli- 
dation would emerge power and splendor. To break down 





1 Any chronological definition of mercantilism 1s definitely untenable. 'The period 
fiom the close of the Middle Ages to the middle al the tighteenth contucy, how 
ever, was characterized by so much mercanuliat attachment that it muy with 
reasonable propricty be designated an “Age of Mercantilum." 
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the localism of a politically dismembered socicly was no casy 
task; success depended upon adequate military strength and 
upon ample revenues, Hence, throughout the Age of Mercan- 
tilism, royal cconomic policy was directed toward maximizing 
both, Yet, something more than immediate fiscal and mili- 
tary predominance was needed to maintain the power of 
national governments; for this reason shrewd rulers realized 
that the development of future productive power must be 
undertaken systematically if national greatness were to be 
insured, 

Toward these kingly ambitions the conservative business 
groups were apathetic. Like all conservatives, they clung 
tenaciously to old principles and old policies, Bitterly resent- 
ing any encroachment on their traditional privileges, they 
fought valiantly against revenue-inducing legislation which 
threatened to open their markets to foreigners * or which 
tended to jeopardize their local control over the conduct of 
manufacture. Even though the conservatives had definite ad- 
vantages because they actually possessed jurisdiction over a 
great proportion of industry and trade, their very conservatism 
proved to be their weakness: change was in the saddle, and by 
their efforts to resist it the stubborn townsmen  pattially 
defeated their own ends, 

As opposed to the business traditionalists, the radical ele- 
ments were unorganized and heterogencous. They did, how- 
ever, have two things in common: a firm belief in the necessity 
of new economic policies and a naive faith that desired eco- 
nomic instituuions could be created by governmental fiat. 
Accordingly they deluged rulers and parliaments with peti- 
tions, plans, and proposals. They stood ready to help sover- 
cigns to destroy town monopoly of trade or industry; they 


23 The word “foreigner’ js here used in its medieval meaning: a person foreign 
toa particular town or puncipalty. Por the most part, the national governments 
contmucd the medheval restictions an the economic activities of aliens, 
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were prepated to undertake new commercial ventures. As a 
group they reflected the daring of the Renaissance; their im- 
patience and their optimism codperated with the ambitions of 
sovereigns and helped to convert the Age of Mercantilism into 
an era of experiment. 

Control and planning came therefore to be blended in a 
multiplicity of ways. Necessarily a large portion of economic 
control was vestigial, but as new plans crystallized into legis- 
lation, new sets of controlling forces emerged, For the most 
part, the new legislation represented compromise: the radical- 
ism of planners came therefore to be modified by a prevailing 
conservatism which only time could slowly eradicate. Whether 
it originated in fiscal ambitions of rulers or in the private 
schemes of business radicals, planning was merely one ingre- 
dient out of which economic policy was concocted. In order 
to appreciate the ways in which control and planning were 
combined in the Age of Mercantilism, it is necessary to isolate 
and appraise the more important innovations in economic 
policy as they were incorporated by compromise into legis- 
lation, 


Wl 


The Age of Mercantilism, as Professor Heckscher* has 
cogently said, had its beginning in a chaotic condition of “un- 
intentional planlessness.” Paradoxically, there was no want of 
economic regulation; indeed a penchant for control had vir- 
tually run riot, and the real cancer which infected the body 
economic was the very supetfluity of control. Every town or 
petty principality had its peculiar rules, laws, regulations, or 
restraints, and only in a few areas of Europe, notably England, 





® Rh FB. Heckscher, Mercantilism., George Allen & Unwin, Lid, London, 1938 
This work 1s a veritable mine of information for the actual details of ecanantic 
policy from the end of the Middle Ages to 1720. Sectlons Il, Il, and 1V of this 
chapter are based primarily on Heckscher's findings, 
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had any significant tendency toward regional systematization 
of economic control made progress. Chaos had become a 
system,’ shackling and stifling economic life. Traffic on the 
Rhine encountered over sixty toll stations; the combined 
charges compelled many shippers to desert one of the best 
natural avenues of transit and to utilize cheaper though less 
efficient land routes.” On the Loire, 600 kilometres of navi- 
gable water were divided into 74 toll segments, making toll 
charges the “largest item in the cost of river transportation.” * 
Baden suffered from the curse of lingering medieval control 
until the nineteenth century, revealing as late as 1810 unbelicv. 
able disorder with different locally sanctioned units of measure 
ment comprising 112 measures of length, 92 square measures, 
65 dry measures, 163 measures for cereals, 123 for liquids, 63 
for liquors, and 80 for weight.’ : 
These illustrations indicate how utterly hopeless a system 
based upon local jurisdiction can become, Asa heritage from 
the medieval world, apprenticeship, gild membership, meth- 
ods of manufacture, or the right to buy or sell were as circum. 
scribed by local legislation as were tolls, measures, or coinage. 
In the interests of their business men, most towns placed 
restraints upon citizens of other towns; following this prece- 
dent, small territorial rulers adopted a similar policy as the 
basic commercial law for their petty kingdoms, Though it 
preached unselfishness, the Middle Ages had by no means 
applied its Christian precept in the realm of trade and industry; 
local selfishness was the dominant characteristic of economict 
life,® and its sharp contrast with the universalistic philosophy of 
the age indicated that the two inconsistent elements could not 





§ [bid Vol. Ty pe 43 

S fbrd., Vol. I, pp. 57, 59+ 

9 Jord, Vol. I, p. 80. 

7 Youd, Vol. I, p. 118, 

{For iustrations see L, J, Salzman, Baglish Industries of the Middle Ages, 
Ch, XML, Oxford University Press, London, 1923. 
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permanently exist together, Because the mystic idea of world 
brotherhood could be more casily relinquished, the universal- 
ism of the Middle Ages gradually gave way to nationalism. 
Nationalism required the suppression of a great deal of local 
authority over economic matters.” The vestigial localism of 
the medieval age hampered the ambitions of sovereigns and 
narrowed the opportunities of business men, particularly mer- 
chants. By obstructing the establishment of economic policies 
which would permit vigorous industrial progress and by limit- 
ing the course of trade, the narrow and exclusive policies of 
towns and petty kingdoms made it difficult for national gov- 
ernments to collect taxes commensurate with their ambitious 
‘ schemes for political unification and aggrandizement. Al: 
though interregional trade was taxed al every wharf or cross 
road, only minute portions of these taxes found their way into 
national bursaries. Far-seeing sovereigns realized that local 
authority represented not only their most formidable political 
enemy but their worst economic adversary as well. Ready to 
aid such rulers stood all those business men who were daily 
discomfited and frustrated by the exasperating maze of local 
laws and regulations. The results of this circumstantial alli- 
ance proved to be complex and curious, but the final outcome 
was the suppression of localism, 


NI 


In France the opposition to surviving medieval controls was 
largely instituted and engineered by the Crown, and there 
developed as a consequence an elaborate, bureaucratic scheme 
which paid insufficient attention to the demands of business 
men. The French variety of state planning, however, drew 
heavily upon medieval town policy for its basic agencies of 





i Gustav Schmoller in his well-known essay on The Mercantile System and Its 
Histotical Significance, (The Macmillan Company, New York, 1896) was the first 
to emphasize the state-making aspects of mercantilist economic policy, 
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control and as a result ultimately succeeded in fastening upon 
the French nation a cumbersome, nationalized gild system 
which tended to stagnate the handicrafts and proved incapable 
of achieving the ends for which it had been designed. Al- 
though the French scheme of economic control broke with the 
past by its centralizing tendencies, in the selection of devices 
whereby control was to be effected it was timid, unimaginative, 
and conservative. 

The first systematic attempt at national regulation of indus- 
try in France began with the edicts of 1g8x and 1597 '° which 
provided uniform regulation for the conduct of manufacturing 
and trade, The next century witnessed the codification of 
state control over industry and commerce under the guidance 
of Colbert by means of the edict of 1673. “Less of a statesman 
than a great clerk,”” Colbert represented the Crown rather 
than the nation, and it was really in the interests of the treasury 
that he sought to make an economic unit of France and to 
institute policies which would bear fruit in abundant revenue. 
To this end, he attempted to abolish tolls,’* and for the same 
purpose he instituted uniform tariff legislation * designed to 
prevent the export of raw materials and to reduce to a mini- 
mum the importation of foreign manufactured goods. He 
tried to lure skilled craftsmen into France, to create state-con- 
trolled or state-subsidized manufactures, to subject all handi- 
crafts to such rigorous regulations that French manufactures 
would become prized in all markets; finally for the cultivation 
of the desired foreign markets, Colbert proposed that the 
needed trading companies be created by the government. His 





1 Veckscher, Vol J, pp. 134-149, 1491 Wem Sée, eonomic and Sociat Can- 
ditions in France During the Eighteenth Century, 9. 12a. Alfred A. Knopf, New 
York, 1947. r 

44 Yenri Hauser, “Colbert, Encyclopaedia of the Social Sciences, Vol. M1, p. 627. 
The Macmillan Company, New York, 1930. 

18 With very modest results. See Tackscher, Vol, I, pp, roa106, 

Under the Tariff of 1664. 


86 AGE OF MERCANTILISM 


was a well-rounded, reasonably complete program of economic 
planning and control. Because Colbertism became a model 
for many European countries, some of the specific administra- 
tive content of this ambitious scheme should he outlined, 

The regulation of handicraft was entrusted to legalized 
national gilds under the edicts of 1581, 1597, and 1673. From 
the outset, this policy was beset with difficulty, Craft gilds had 
not been the dominant form of industrial organization in 
medieval France; ‘! as a result, an unfamiliar institution was 
imposed upon craftsmen in provincial areas. Indeed, the cum- 
bersome and monopolistic tangle of gild rules which throttled 
French industry down to the Revolution originated for the 
most part in the Age of Mercantilism and was therefore more 
the result of state planning than a natural medieval survival.” 
None the Jess, by nationalizing an unrepresentative and oute 
moded institution, the monarchy provided itself with adminis- 
trative agencies for the control of handicrafts."* The wardens 
of the nationalized gilds, however, were by no means the only 
officials charged with administering the elaborate system of 
industrial control. Territorial supervision was entrusted to 
intendants directly responsible to the controller-general, while 
inspectors were charged with the duty of overseeing the actual 
methods of manufacture employed by the state-authorized 
gilds, Finally, the administrative personnel included a corps 
of special inspectors whose task it was to keep vigilant eyes on 
particular industries.” 

The technical purpose of this multilateral system of surveil- 
lance was to insure uniform conduct of manufacture, to stand- 
atdize products, and to maintain good workmanship? In 
the textile trades, for example, detailed regulations (régle- 





44 Heckscher, Vol, I, pp. 142-143. . 
18 Thid., Vol. 1, pp. 1435 146. 

28 Ibid., Vol, J, pe 153, 

47 [bid., Vol. I, pp, 152-155, 

48 Yoid., Vol, 1, pp. 1537-160, 
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meénts) stipulated how wool should be mixed, defined the 
composition of dycs, prescribed the dimensions of cloth, and 
established uniform rules for bleaching and finishing.” These 
minute regulations of the government were to be enforced 
by inspection of workshops, by testing materials, and by the 
certification of properly made commodities by stamping or 
sealing.” Failure to observe the state-imposed industrial rules 
was made punishable by fines, confiscation of property, indus- 
trial disenfranchisement, public disgrace or corporal punish- 
ment.” Nevertheless, the system worked badly, In the 
provinces, the gild system proved unfamiliar; moreover, the 
details of the scheme were too technical for illiterate craftsmen 
to understand,” Favoritism and corruption also crept into the 
system so that inspection and scaling often became perfunc- 
tory." At the same time, the very rigidity of control tended 
to repress technical innovation; indeed, until 1979, the manu- 
facture of any varicty of cloth not expressly described in the 
roglements was forbidden unless special permission had been 
granted,.™ 

The national gild structure was by no means the only engine 
of French industrial control. A special group of industries 
(¢.g. paper, glass, mining, sugar refining, tapestry, furniture) 
were supervised clirectly by the Crown and received solicitous 
attention. Because they were larger in the scale of their opera- 
tions and because they employed more elaborate (echnical 
apparatus, these privileged industries could not be adminis- 
tered by gilds. Their supervision was accordingly entrusted 
directly to the évtendants who were authorized to assist this 
specially favored group of industries by generous state sub- 





48 Ibid, Vol, 1, pp. 160~16x, 
90 Thid., Vol. T, pp. 162-163. 
43 Ibid, Vol, T, ps x64. 
93 Ybid., Vol. 1, p. 167. 
a0 Jdid., Vol. I, p. 168, 
9 hid, Volt, p. 170. 
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sidies”® Yet, notwithstanding the moncy and the care lavished 
on them, and in spite of the efforts of the government to aturact 
skilled foreigners to manage them, the privileged industries 
did not flourish, Competent scholars have concluded that 
without the continuous support of the government the 
majority of these concerns could not have long survived in 
competition with more efficient forcign manufacturers.” 

These illustrations indicate that the French scheme of con- 
trol proved cumbersome, bureaucratic, unwieldy, and only 
partly successful. In its basic philosophy it clung to canserva- 
tive devices; *" in its actual operation, it took inadequate 
cognizance of the interests of the more enterprising, imagina- 
tive business men, Its primary object was fiscal, although it 
partly defeated its own ends by repressing initiative and 
industrial progress, Worst of all, it created a bureaucracy of 
industrial overseers whose detailed tasks required not merely 
outright surveillance but gradually a vicious espionage. It 
saddled the French nation with a web of regulations so tangled 
and complex that nothing short of revolution could disinte- 
grate the bonds which restrained industrial vitality and 
commercial vigor, 


Iv 


No comparable profusion of state-dominated agencies af 
control existed in England. Although there came into being 
a great variety of commercial and industrial companies, their 
growth was largely independent of state action, No royal 





%8 Tbid., Vol. I, pp. 187-188, 152. 

20Germain Martin, La grande industrie sons te segue de Louis XIV, Paris, 1895; 
Paul Mantoux, The Iudustal Revolution in the Bighteenth Century, PP AQ~Zs 
Harcourt, Brace and Company, New York, 1929. 

97 TJeckscher, Vol. 1, pp. 163, 171, 

28 Turgot's unsuccessful attempt to abolish the gids in 1776 revealed that direct 
legislative reconstruction had become impossible because of the combined vested 
interests of monopolistic gild masters and office-holders, und beentise of the utter’ 
dependence of the monarchy on this hierarchy, 
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manufactures paralleled the French privileged industries, and 
while some gilds were consolidated into companies,” no gild 
expansion far regulative purpases occurred. The greatest 
single experiment in economic planning was represented by 
the Statute of Apprentices (1563),"" but the provisions of this 
body of legislation fell rapidly into disrespect and were, for 
the most part, brazenly disregarded. It would be erroncous, 
however, to assume that England lacked regulation; a great 
fabric of cconomic legislation came from the lawmakers’ loom. 
The real difference between French and English regulative 
policy is really to be found in the large variety of compromises 
which were achieved in Britain between the Crown on the 
one hand, and conservative or radical business men on the 
other, State domination of industrial or commercial activi- 
ties, which became so characteristic of Colbert's system, encoun- 
tered in England an implacable enemy in the common-law 
courts." Conservative in their gencral tenets, the common-law 
justices boldly refused to sanction any expansion of state 
authority over matters economic which did not have parlia- 
mentary approval. The consequences were vitally important 
both politically and economically. In the political sphere, the 
common-law courts arrested expansion af royal administrative 
and legislative power, ‘The cconamic consequences were no 
Jess important: by opposing state control of industry, the com- 
mon-law courts helped create new opportunities for venture- 
some business men and to unteash the enterprise and initiative 
which was ultimately to give England a position of industrial 
preéminence, 

The abortive effort of the Tudor government to plan eco- 





29 George Unwin, Industial Organization m the Sivteenth and Seventeenth 
Centuries, (especially Ch. 1), Oxford University Press, London, 1904, 

"0 Tleckscher, Vol. I, pp, 103, 227~232, 

"One of the signal contributions of Heckscher’s work is the clear exposition of 
haw the common-law courts held the regulauve ambrions of English sovereigns 
m check, See Vol. T, pp. 269-204. 
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nomic activity under the Statute of Apprentices had its routs 
in late-medieval wage legislation, Under the Ordinance 
(1349) and the Statute of Labourers (1357) a vigorous effort 
had been made to arrest the rise of wages which resulued from 
the dislocation caused by the Black Death." The Tlizabethan 
statute (1563) codified and reaffirmed the principles of eco- 
nomic control which had heen attempted (for the most part 
unsuccessfully) from the fourtcenth century onward. Tt 
attempted to impose on all subjects, by national legislation, 
the duty. of working in some occupation; and it proposed to 
compel all*persons without means and not engaged in pro- 
fessions, commerce, or handicraft, to labor in agriculture. It 
usurped the control over apprenticeship “' previously vested in 
craft gilds or local authority, and attempted to use apprentice- 
ship restriction as a device for allocating the total labor supply 
of the nation between agriculture on the one hand, and all 
other occupations on the other. Deeply concerned over the 
diffusion of the cloth industry into the countryside and over 
the decay of traditional agriculture, the ‘Tudor statesmen 
attempted to restrain occupational mobility and to diminish 
the allurement of high wages, which was drawing ambitious 
young men away from agriculture, Accordingly, Justices of 
the Peace were empowered by the Statute to determine wage 
rates within their respective jurisdictions." The Statute was 
by no means a dead letter; in one way or another, the wage 
clauses were enforced and in many atcas the apprenticeship 
rules were applied, In general, however, the whole scheme 
proved unsuccessful, and the reasons are not difficult to find. 


ee 


82 Sce B. H, Putnam, “The Enforcement of the Statute of Labomers 1349-1359)" 
Columbia University Sindtes in Uistory, Economics and Public Law, No. g2 
Columbia University Press, New York, 1908, 

49 Tleckscher, Vol. I, p, 227. 

54K, Lipson, The Economic History of England, Vol. Il, pp. 279-283, A. & C. 
Black, Ltd. London, rgag, 1931; Heckscher, Val. I, pp. 313-316, 

5° For a summary account of how the wage clauses were enforced, see Lipson, 
Vol. Ill, pp, 252-264. 
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Like the carlicr legislation which it elaborated, and like the 
French gild system, the Statute of Apprentices was conserya- 
tive in philosophy. Basically medieval, it failed to recognize 
or comprehend the forces of protest revolting against the old 
order; consequently it sought in vain to achieve its real 
purpose: planned maintenance of an ecgnomic status quo. 
The Statute did, however, increase the power of the Jus- 
tices of the Peace over cconomic maticrs, and as a result these 
honorary officials drawn [rom the landed gentry became a 
coips of government agents charged with more, and more 
duties of economic control.”® Like the French intendanis, the 
Justices of the Peace were regional authoritics, but unlike them 
the English governmental agents never developed into a tribe 
of bureaucratic martinets. In the first place, they were unpaid, 
and since they had for the most part relatively few interests 
in maintaining the scheme of things which the Statute con- 
templated,"” they were indifferent and careless." Moreover, 
the tasks loaded on their shoulders were heavy; in addition 
to fixing wages under the Statute, they were responsible for 
enforcing the assize of bread, becr, and ale, for inspecting 
weights and measures, for maintaining roads, and for the 
administration of poor relief” As in France, the cloth wade 
became a special object of state solicitudes and the inexperienced 
Justices were made responsible for its supervision. They 
appointed overseers and scarchers who inspected the work. 
shops, and sealed all properly made cloth."” ‘There was nothing 





80 [Teckscher, Vol. I, pp. 246-253} sce also Chaules A. Bead, The Office of Justice 
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new in this meticulous scheme; it merely attempted Lo make 
uniform and nationwide the principles of industrial con- 
trol which had been applied so painstakingly by medieval 
authority, 

More important than the Statute of Apprentices as state 
regulative machinery was a complex body of legislation 
enacted piecemeal by Parliament in response to particular 
demands of groups of persons whose profit-seeking motives 
led them to seek aid of the government. Wool manufacturers, 
for example, induced Parliament to require the compulsory 
wearing of woolen caps by the living (1571) and woolen 
shrouds by the dead (1665)."" Woolen stockings, and woolen 
gowns for magistrates, judges, professors and students were 
also prescribed. Wool manufacturers also persuaded the gov- 
ernment to forbid the wearing of Onental silks (1700) and 
of printed or painted calicoes (1720)"* lest these attractive 
fabrics decrease the market for woolens and worsteds. Other 
groups of business men likewise found parliamentary cham- 
pions and there came into being a weird, fragmentary tangle 
of legislation, each part an engine of control, but which as an 
entity represented the pluralistic interests of business men 
much more concretely than it reflected any economic plans 
of the British government. Largely because of the persistent 
and vigorous opposition of the common-law courts to state 
monopoly and because the common-law justices repeatedly 
‘declared in favor of the free exercise of trades,"" economic 
control by the Crown was held in check, and the large body 
of legislation concerning economic activity had its origin in 
the pecuniary interests of particular groups of business men. 

The planning and the control of England’s foreign trade 





41 Ibid, Vol. 1, p. 265, See also E, Lipson, The History of the Wovlen und 
Worsted Industics, pp. 94-05. A & C. Black, Lid, London, rgat, 

42 History of the Woolen and Worsted Industries, pp. 96-97. 

49 Except where prapeily resteamed by Acts of Pailiament. 
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clearly illustrates the interaction beuveen governmental ambi- 
tions and private business interests, especially since in the ulti- 
mate compromises attained the balance of authority over the 
conduct of forcign urade came to he vested in private hands. 
On the Continent the situation was radically different: in 
Portugal, the state monopolized colonial trade and conducted 
it as a state enterprises in Spain, foreign trade was begun as a 
government project, although private trade of a regulated 
variety later became typical. In France, the foreign trade 
companies were mostly created by the state, and since they 
were also partly financed by the government they functioned 
as virtual state enterprises. Even in the Netherlands, where 
the unifying force of government was feeble, the States Gen- 
eral promoted the East India Company and deliberately 
ercated the West India Company.’ In sharp contrast. with 
such extensions of state authority over foreign trade stood the 
great foreign trade companies of England. In their formation 
the government had a real interest and in the formulation of 
company policy the state had a hand. Nevertheless, the Eng- 
lish government cannot be said to have brought the foreign 
trade companies into existence; indeed, both the regulated and 
the joint-stock companies grew up naturally out of private 
business undertakings." Only by diplomatic intercession in 
thelr behalf did the government materially help them, and 
by way of compensation for these favors English sovercigns 
seized every opportunity to extract revenue from these risky 
and uncertain projects. England’s foreign wade was there- 
fore planned by business men, some thoroughly conservative, 
others definitely innovating and venturcsome, 

The regulated companies constituted the conservative area 





It Tleckscher, Vol. I pp. 3qte35r, 356~358. 

45 On the origins and development of English foreign tance companies, see Ueck- 
scher, Vole I, pp. 273-415; und W. 2, Scott, The Constitution and Finance of 
English, Seattish aud lish Joint-stock Companies to 1720, Vol. 1, Cambridge Uni- 
versity Press, Cambridge, 1912. 
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of England’s foreign trade. Deriving its basis of organization 
fiom medieval antecedents, a regulated company was essen- 
tially a gild of merchants engaged in wholesale foreign trade 
transactions, each member “regulated” by his “brethren.” “* 
This resulting internal contiol manifested itself in export or 
import quotas, in ratable division of market opportunities, and 
_in definitions of commodities in which the members were 
permitted to trade. The Merchant Adventurers, for example, 
comprised over 3,500 merchants in 1601, cach of whom was 
governed by the fellowship. Each traded on his own account, 
although the scale of his operations and his freedom to sell 
wherever he wished was definitely limited. The Crown aided 
the regulated companics by obtaining trade concessions from 
foreign rulers and by granting corporate privileges, although 
in return for these favors the companies were often called upon 
to lend money to the sovercign. While they were chartered by 
the government, the regulated companies cannot be regarded as 
products of state planning; indced the only serious attempt 
of the government to create a regulated company ended in 
complete failure and utter confusion.” Yet because of the 
great interest of the government in foreign trade, the regu- 
lated companics’ activities were closely scrutinized and, to a 
considerable degree, companies came to be regarded as agencies 
capable of achieving certain state purposes: the Eastland Com- 
pany was looked upon as an institution which could partly 
supply England with naval stores, the Levant Company as aé 
source of desirable imports or reéxports, Company officials, 
to be sure, made the most of such matters and, as a result, 





49 For an adequate account of the mote important English regulated companies 
see Lipson, Economic Iistory of England, Vol. Il, pp. 196-269} 313-326; 339-3341 
359-360. For an analysis of the rdle of regulated companies in the process of unifi- 
cation see Ileckscher, Vol. I, pp. 373-392 

47 The King's Merchant Adventurers, in 1614. Vor the details of this ill-fated 
venture see Astrid Friis, Aide: man Cockayne’s Project and the Cloth Trade. Yovin & 
Munksgard, Copenhagen, 1927. 
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the great emphasis upon the presumed national benefits aris- 
ing from certain types of foreign wade arose more often [rom 
the efforts of company officials to ingratiate themselves 
with the government than from any objective interest of 
contemporary statesmen, 

The English joint-stock companies were as private in their 
origin as the regulated. Members of the government, it is 
trug, were frequently shareholders, but the ventures never- * 

* theless were private enterprises. Only in rare instances (e.g, 
Drake's expedition of 1577) did the Crown become an actual 
participant. Ussentially the réle of the government consisted 
merely mn approving the charters, although as joint-stock com- 
panies expanded their activilics in foreign countries or in 
British colonial possessions, the government was compelled to 
expand the sphere of ils authority. As the India Company, 
for example, assumed political power in India, the British 
government could no longer remain passive. Close scrutiny 
of the activities of the Royal African Company also became 
imperative, while with regard to the plantation companies in 
North America, where outright political considerations were 
involved, a great deal of governmental interference became 
necessary. All these issues, however, were the outcome of 
circumstances; in the original planning of joint-stock com- 
panies the state played virtually no part. One exception should 
perhaps be signalized: the government did help to carve out 
yregional trade monopolies within which regulated or joint- 
stock companies could operate. Even here, however, it scems 
doubtful whether the government took the initiative; the 
request for territorial monopoly came from the promoters and 
was merely sanctioned by the state, It seems therefore cor- 
rect to conclude that the planning of England’s forcign trade 
was accomplished by business men and that the government 
in some instances found it necessary to qualify these private 
plans, especially where problems of sovereignty subsequently 
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arose, Originally the chief interest of the government was 
fiscal, but as colonial expansion followed in the wake of com- 
pany ventures, colonial ambitions became more important than 
immediate fiscal considerations, 


Vv 


Control and planning in the Age of Mercantilism was not 
confined to indust:y and trade; agriculture, fishing and mining 
constituted other areas of control or provinces of planning. 
Efforts to naturalize foreign industries and crafts also engaged 
the attention of business men and governments, while ship- 
ping was in ptactically every European country regarded as 
a business that deserved special consideration and vigorous 
stimulation. Shipping, however, depended upon adequate 
amounts of ship timber and naval stores; the interest in mer- 
chant marines led therefore to a concern with certain types 
of foreign trade, and at also gave definite stimulus to colonial 
ambitions. Out of the large number of cases where planning 
and control developed, a few illustrative cxamples have been 
chosen from English experience to indicate how the English 
regulative progiam varied from one arca to another, 

The control of agriculture was achieved partly by means of 
the wage clauses of the Statute of Apprentices and partly by 
the Corn Laws. The wage Seatures of the Statute had a 
double origin and a double purpose. As a heritage from 
fourteenth-century law ' the wage clauses reflected the interest « 
of landlords, since the antecedent legislation out of which they 
grew came into being in response to landlord petitions for 
parliamentary protection against rising wages, At the same 
time, the wage clauses of the Statute represented an effort of 
Tudor lawmakers to achieve economic stability: the appren- 
ticeship rules and the.wage machinery were therefore designed 





18The Statute of Labourers. See above, p. go 
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to apportion the nation’s total labor supply between industry 
and agriculture and thereby to insure that cnough persons 
engaged in farming. As a result, the power to determine 
regional wages vested in the Justices of the Pence actually 
placed in the hands of these officials great discretionary power 
over agricultural laborers even though in theory wage rates 
were presumably adjusted to the costs of living, 

The Corn Laws, a second governmental mechanism for the 
control of agriculture, also traced back to medieval town policy. 
For purposes of guaranteeing municipal food supply, towns 
had often enacted laws forbidding the carrying out of food- 
stuffs." Particular circumstances induced the royal govern- 
ment to institute similar legislation and hence in their carlicst 
form (1361) the English Corn Laws "° inaugurated a national 
attempt to assure an adequate domestic food supply by for- 
bidding grain exports. From 1437 onward, however, export 
was permitted whenever corn did not exceed a stipulated price. 
This type of legislation, enacted time and again with differing 
statutory prices, was designed to protect all consumers against 
insufficient grain supplics and against cxtremely high prices. 
In order to do this, however, the Corn Laws deprived growers, 
or rather carn merchants, of complete freedom to sell in the 
most attractive markets, Indirectly then, the government 
exercised a contingent influence on the incomes of landlords 
and tenant farmers, while at the same time it sought to pro- 
vide benefits to all consumers by holding excessive grain prices 
in check, Conversely, another device was employed to protect 





40°'This portion of mecheval town policy, concerned not only with retaining but 
with aurncung needed consumes’ goods, Heckscher calls the “policy of provision.” 
Vor is careful factual and theoretical discussion of this problem sce Aereanslism, 
Vol. Il, pp. 8-111, 

80 For a brief outline of the history of the English Gorn Laws see Lipson, 
Economie History of Bogland, Vol. Ul, pp. 448-464; for a detailed account, see 
Donald G. Baines, a History of the English Com Laws, Cha 1 and I, George 
Routledge & Sons, Ltd, London, 1930. 
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growers against excessively low grain prices; by the use of 
export bounties, an effort was made to bolster prices when 
haivests were unusually large; under the Act of 1673, for 
example, when wheat sold for Jess than 48s" a quarter, the 
government paid grain exporters a bounty of 5s a quarter. 

Three devices, then, weie sclicd upon for controlling agri- 
culture: the wage clauses of the Statute which gave Justices 
of the Peace real control over the incomes of agricultural 
laborers; the Corn Laws, which theoretically guaranteed all 
constimers sufficient, low-priced grain; and the bounty system, 
which tended to protect corn growers against unremunerative 
prices.” No corresponding legislation regulated the fisheries; 
this important atea of England’s economic life elicited an end- 
less stream of plans but out of them came no systematic body 
of law. Ardent nationalists complained bitterly about Dutch 
fishing in waters alleged to be English, and versatile schemers 
presented engaging plans for the development of the fisheries. 
Aside from passing laws icquiting the compulsory eating of 
fish during Lent, the state did practically nothing; meantime 
ambitious private attempts to create fishing corporations proved 
dismally unsuccessful, 

Other areas of economic planning yielded larger legislative 
fruits, Naturalization of foreign industrics was frequently 
attempted, although the actual laws cnacted scarcely intimate 
the importance which this idea played in the Age of Mercan- 
tilism, Crafts or industrics yielding products needed for 
defense received particular governmental care: practically 
every European country, for example, attempted at one time 





516s 9 bushel, 

52 A grent deal of particular legistation originated in governmental concern over 
agncultue, The ‘Tudor apprehension over enclosures, for example, was lnigely 
mouvated by a fear that sable farming would decline to stich an extent that national 
grain suppltes would became insuficient to miningin the desited large population, 
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or another to stimulate the production of such commoditics 
as saltpeter, copper, or naval stores. For similar reasons, the 
shipping industry became an object of continual solicitude, 
and England’s bold policy under the Navigation Acts repre- 
sents this form of governmental interest in its most vigorous 
manifestation, Fear of forcign competition also led to a great 
maze of legislation, partly induced by petitions of business 
men, partly a consequence of a belief in economic self-suffi- 
ciency. This protectionist legislation” requires elaboration. 

Underlying dozens of particular laws Jay a firm faith in 
prohibitions oy tariffs, an apprehensive attitude which indi- 
cates again that an integral portion of national economic con- 
trol was derived from medieval town policy. Fearful of 
unrestrained competition, medieval townsmen had placed 
their faith in ol/gopoly:™ in the organization of industry 
and commerce hy a limited number of persons, presumably 
well-trained and competent. For the protection of such 
groups of business men against the competition of other towns, 
prohibitions had been extensively used. Mercantilist policy 
nationalized this practice, although from fear of retaliation 
high customs duties progressively replaced outright prohibi- 
tions, Although inspired by monopolistic ambitions of busi- 
ness men, prohibitions and tariffs were for the most part 
subtly rationalized throughout the Age of Mercantilism as a 
device for insuring adequate employment for a nation’s popu 





8 Tor detailed neounts of Tngland's efforts to develop desired suxiliary indus« 
tries in her colonics see R. G. Albion, Forests and Sea Power, Harvard University 
Press, Cambridge, 1926; and Eleano Lord, “Industral Mxperiments in the Brush 
Colonies of Noith America,” Johns Hopkins University Studies tn Historical and 
Political Science, Vol. XVII, Johns Hopkins University Press, Baltimore, 1898. 

"!YTeckscher rejects the binad connotation of the word “protection and 
insists that the term should be confined exclusively to legislation demanded by 
ploducers because of a “fear af goods.” Mercantilism, Vol. If, p. 58, Por a criticism 
af this thesis, see American Eeonomic Review, Vol, XXVI, No, a, June 1936, pp. 
306-307, 

55 TTeckscher, Vol. I, pp. 273, 305, 318, 
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lation.” By this strategy, business plans could be defendel in 
terms of national goals: a utilitarian theory of welfare became 
the acknowledged justification for a policy largely designed 
to increase business profits.”” 

English legislation provides many illustrations of attempted 
economic control by means of prohibitions or high tariffs, and 
in most instances the employment argument was used as 
justification. Thus importation of forcign silks was forbidden 
in 1455 and again in 1483 on the grounds that their inflow 
would cause unemployment, An Elizabethan statute forbade 
the importation of “divers foreign wares” and once again 
the lawmakers defended their action by the employment argu- 
ment. Increasing danger of retaliation,’ however, led to a 
substitution of high customs duties for prohibitions, Provid- 
ing work for a nation’s subjects nevertheless persisted as an 
excuse, although presently more sophisticatcd vindication 
appears in contemporancous cconomic literature. Nor were 
import prohibitions and import duties the only devices 
employed; a mass of Icgislation can be gathered from the 
statute books prohibiting or restraining exportation, Raw 
materials especially fell under such embargos " and their inter 
diction came to be defended on the theory that if a nation 
exported a minimum of its natural wealth and a maximum 
of the labor, “art,” *' and skill of its people, forcign countries 
would really be paying the wages of that nation’s artizans, 





%OFor an adequate account of the place of employment in contemporancous 
ideology sce Furniss, The Position of the Laborer in a System of Nationalism, Ch. 
N, Houghton Miflin Company, Boston, 1920. 

87 To some extent tariffs and prohibitions were instituted to prevent the efflux 
of specie and, where this was the case, governmental interests may have heen 
primary. 

58 Vor the list, see Lipson, Economie History of England, Vol, 1M, DP Tq 

59 Tbid, Vol. Wl, p. 19. 

For a catalogue of English Inws restraining the export of raw materials, see 
Furniss, p. 51. 

See E. A. J. Johnson, Predecessors of Adam Smith, Ch. XIU. Prentice-Hall, 
New York, 1937. 
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Presumably these “foreign-paid incomes” * would be paid in 
: specie and would thereby give rise to double benefits: 
employment for subjects, reserves of specie for the nation. 
The interest of business men in import or export prohibi- 
tions and in tariffs was of course not really quite so philo- 
sophical as the employment argument or the doctrine of 
“foreign-paid incomes” might suggest. They stood to gain 
in two ways: import prohibitions or high tariffs shielded them 
from foreign competition, while export prohibitions on raw 
materials assured them of lower prices for their circulating 
capital, Meantime the government also derived two kinds 
of benefits: greater revenue (if gross receipts from export 
duties on manufactured goods and from import duties on 
goods which caine in despite high tariffs exceeded the revenue 
otherwise primarily obtainable from export duties on raw 
materials) as well as greater potential future revenue duc to 
the increased population and greater internal business activity. 
Howsoever the bencfits were shared between government and 
business, tariffs and prohibitions did serve as engincs of eco- 
nomic control, The incidence of this control, however, is 
difficult to ascertain, Prohibition of imports no doubt cur- 
tailed the incomes of foreigners, although they also restricted 
the activities of nalive merchants; tarifls did likewise. Pro- 
hibitions against the cxport of raw materials probably had 
effects upon the incomes of persons engaged in agriculture 
and mining, as well as on those of merchant exporters. ‘The 
alleged utilitarian benefits are even more difficult to appraise; 
whether the restricting of imports really does increase the sum 
total of domestic employment is a problem for which there 
is no certain answer. 





98 The most elaborate presentation of this argument is found in The British 
Merchant (3 vols.) London, 1721, For an account of the development of this 
doctrine, see B.A. J. Johnson, Predecessors of Adam Smith, Ch. XV. 
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VI 


Although great emphasis has been placed on monetary 
policy in the Age of Mercantilism, no very large amount of 
direct control was exercised in this sphere. An inerease of 
a nation’s supply of precious metals admittedly became the 
goal of commercial policy in many nations, For the most part, 
however, the machinery calculated to serve this end consisted 
in controls over importing and exporting rather than cur- 
rency or foreign exchange supervision, Direct regulation of 
foreign exchange transactions did occur in the carly mercan- 
tilist period, but this gave way to more indirect regulation by 
the beginning of the seventeenth century. The carlier “bul- 
lionist” phase of monctary policy reached back into the late- 
medieval period although as a body of docitine it applied 
primarily to the sixicenth century.“ A cardinal tenet of the 
bullionists was that government must officially control the 
foreign exchanges, and that influx of specie could not be 
insured unless eternal vigilance over individual foreign 
exchange transactions was exercised, In Tngland this type 
of control had been facilitated by the office of the Royal 
Exchanger. By the sixteenth century, however, this system 
had elicited such bitter opposition from foreign trade com- 
panies that the Crown abandoned its monetary paternalism 
and accepted the contention of merchants that it would be 
wiser for the government to permit the free purchase and 
sale of foreign exchange and confine itself to arranging a 
commercial policy which would generate an annual export 
surplus leading in turn to continuous specie inflow." In 





8 For a succinct account of this chapter of mercantilist dactine, sce H.R, A 
Schgman's article on “Bullionists" in the Lueyclopuadia af the Social Sciences, Vol. 
If, pp. 6o-64. ‘The Macmillan Company, New Yok, 1930, See also B. A, Js 
Johnson, Predecessors of Adam Snuth, Ch. UL 

On the attitude of the government and of contemporay writers toward the 
precious metals see Jacob Viner, “English ‘Theories of Fotelgn ‘Tiade Before Adam 
Smith,” found’ of Political Economy, Vol. XXXVI, pp. a64~298. See also 
Ueckscher, Vol, II, pp, 186-216, 
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England the réle which foreign trade companies played in 
producing the transition from bullionist controls to the 
broader, but less specific, supervision exerted over the general 
balance of trade is perfectly clear. The strongest arguments 
in favor of a commercial policy based upon the criterion of 
a favorable balance of payments were brought out not by 
government spokesmen but by Edward Misselden and Thomas 
Mun, propagandists for the Merchant Adventurers and the 
East India Company, respectively. 

It is not wholly correct, however, to infer that the abandon- 
ment of bullionism and the adoption of balance of trade 
criteria for desirable foreign trade necessarily meant less regu- 
lation. Actually the new policy imposed fewer restraints upon 
trading bodies (who were now exempt from immediate sur- 
veillance) but more commercial and industrial regulation of 
a general character designed to induce an export surplus, It 
is therefore not a sheer accident that more legislation ostensibly 
calculated to increase domestic employment appeared on the 
statute books after the acceptance of the balance of trade prin- 
ciple, Heckscher contends that industry had now reached a 
stage in its development when producers as a class had become 
obsessed with a “fear of goods” and that modern protectionism 
really dates from the time when the power of government 
was directed toward providing forcign outlets for redundant 
goods.” Whatever the cause, a demand for protection did 
arise, and as a result, national policy came to be more boldly 
directed against foreigners and, to a lesser extent, against 
colonial subjects. The whole apparatus of regulation which 
was contemplated in the orientation of commercial policy by 
balance of trade criteria had so many indirect consequences 
that it becomes impossible to trace its incidence. In_ this 
regard the Age of Mercantilism represents a transition worthy 


en 


9% Lleckscher, Vol. II, py. $7, 114-118, 


104 AGE OF MERCANTILISM 


of note: it separates a period wherein the incidence of eco- 
nomic control was, for the most part, obvious and explicit 
from the modern world wherein the incidence of control is 
diffused in an unknown and immeasurable manner, 


vit 


A few words should be said about the preconceptions of the 
mercantilist planners, about the “climate of opinion” which 
inspired this multilateral system of economic control, Half 
modern and half medieval, the statesmen and business leaders 
of the Age of Mercantilism were a strange mixture of liber- 
tarian and authoritarian sentiments, a weird combination of 
quietist and optimistic convictions. From the stratified 
medieval world there survived a belief in the desirability of 
plebeian Jowliness, and this dogma supplied justification, in a” 
national sctting, for what Furniss has aptly called “the doc- 
trine of the utility of poverty.” The underlying thesis 
was simple and understandable: national economic progress 
demanded abundant factors of production; among these, labor 
was the most important, from whence it followed not merely 
that population should be increased by every possible means 
but that every member of society should be employed” and 
that every distracting influence should be eradicated. Idleness 
evoked bitter condemnation, and contemporaneous literature 
abounds with proposals for compelling all members of society 
to engage in useful occupations or professions. This criticism 
of idleness was essentially medicval, although the prescription 
of wholesale industry for purposes of national progress was 
definitely modern, 

The regulation of consumption also remained essentially 
medieval until approximately the third quarter of the seven- 
teenth century, Any attempt of the lower classes to ape the 





99 Purniss, E., Ch. VI 
°7 See E. A, J. Johnson, Predecessors of Adam Smith, Ch. XIV; Furniss, Ch. V. 
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dietary or sartorial customs of upper classes encountered not 
merely legislative prohibition but the disapproval of public 
opinion, Excessive consumption, it was alleged, necessarily 
fostered discontent, and in conformity with medieval canons, 
discontent was regarded as dangerous rather than divine. But 
all the force of law, all the threats of the clergy, and all the 
disapproval of the fortunate classes could not restrain the 
proletariat from expanding their standards of life, especially 
when business men found in this very expansibility of con- 
sumption a lucrative market for their salable goods. By the 
close of the seventecnth century, the old attitude toward luxury 
had rapidly weakened, and the hope of an improved standard 
of life was increasingly recognized as a powerful force which 
stimulates industry more certainly than low wages and 
Christian resignation. 

Meantime, however, business men and sovereigns had capi- 
talized on the doctrine of low wages and the principle of 
plebeian abstinence. Low wages meant low costs; low manu- 
facturing costs meant larger foreign sales for business men 
and greater specie inflow for the nation. The fundamental 
conservativism of the business elements revealed itself in a 
reluctance to admit the possibility that higher wages might 
be beneficial both to business and to the nation, while the 
reactionary trails of statesmen were cvident from their failure 
to perceive that the weakening of a neighboring country is a 
very doubtful recipe for national well-being in a world whose 
economic interests are inextricably interwoven. 

One set of preconceptions, however, was essentially modern: 
a realization that a nation which aspires to be rich and power- 
ful must develop future productive power, This principle lay 
behind the contemporaneous emphasis on an increased popu- 
lation although it found more comprehensive expression in 
proposals for rational soil utilization, afforestation, canal-build- 
ing and the use of mechanical inventions, Although a few 
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farsighted seventeenth-century writers argued in favor of sys- 
tematic development of resources and technology, it was not 
until the eighteenth century that these proposals became widely 
accepted, By that time, the Age of Mercantilism was largely 
spent, and a new era which emphasized liberty and rationalism 
was rapidly building new economic institutions as well as a 
new concept of society wheicin control was presumed to he 
essentially automatic. 
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Criarrer V 


THE SOCIAL SCIENCES AND 
NATIONAL PLANNING! 


Wesley C. Mitchell 


Because Jaissez faite gradually supplanted the economic 
philosophy of the Age of Mercantilism, some historians 
have insisted that for two generations after Adam Smith 
the Briush Government “planned to have no plan.” Such 
an interpretation is paitly bowne out by the English tariff 
and navigation policy designed to promote the interests of 
manufacturers in search of forcign markets, and partly by 
the individualism exhibited in an inercasing interest in cost- 
reducing devices by all British business men, Yet it is at 
the same time quite clear that empirical business planning 
never succeeded in extinguishing governmental planning. 
Indeed, from Adam Smith's time on the increasing com- 
plexity of our present-day social organization has brought 
to the front the close relation between business planning 
and governmental planning. ‘The rdle of the State came to 
be that of modifying ineffectual business planning, or of 
providing palliatives for social ills that private business 
would not, or could not mitigate. ‘This problem of the 
proper relation between government and business in eco- 
nomic contol and planning has become the special task of 
the social sciences. Business can obtain effective cobrdi- 
nation of effort only within the limits of single or closely 
related business enterprises, subject to the functioning of 
profit-secking money economy, Government must go 
beyand this if it is to justify itself as a positive force for 
the public good, and the social sciences must be the guides 





4 Address as retiing vice-president and chairman of the Section for Social and 
Economic Sciences, American Associntion for the Advancement of Sclence, Pitts: 
burgh, January 1, 1935. Reprinted from Science, Vol. LXXXI, No. 2090, by per> 
mission of Professor Mitchell and the editors of the Sclence Press, 

108 


WESLEY 6. MITCIIELL Tog 


of government in controlling practical affairs, For that 
reason, modetn planning would be improved by :ecogniz- 
ing the interrelation among the social processes, and by a 
1eadiness to take up social problems before they become 
national emeigencies, Such assumptions, of course, pre- 
suppose a willingness on the part of the community to 
recognize the need for providing social remedies to cope 
with social maladies. Even the most competent doctor 
cannot cure those who refuse to summon his aid—I, M, 


N IMPREssION prevails in many minds that social science 
has made out a case against national planning, at least 
in economic matters, This impression is the vestigial remnant 
of what used to be a vigorous belief, English political econ- 
omy arose as a destructive critique of the national planning 
done by mercantilist statesmen and as a constructive argument 
for a policy of laisse faire. But since Adam Smith published 
The Wealth of Nations in 1776, economic practise and eco- 
nomic theory have been evolving rapidly, each acting continu- 
ously upon the other, Present opinions upon national planning 
are the outcome to date of these historical developments 
in the field of practise and of theory, which I shall sketch as 
sbriefly as I can. 


I 


The aim of mercantilist planning was to mobilize economic 
forces for national aggrandizement, ‘The country should have 
a numerous population; the common people should be trained 
in husbandry and the crafts, inured to labor and kept from the 
consumption of luxuries that are merely pleasant, such as sugar 
and tea. The necessaries of life should be produced at home 
as a precaution against foreign attack; the mercantile marine 
should be fostered as an auxiliary of the navy; a large supply 
of precious metals should be sought to aid home trade 
and to finance war. T’o guarantec this supply, countries that 
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have no mines of gold and silver must see that the balance 
of trade is “favorable.” ‘To that end, exports should be encour- 
aged, and imports discouraged, except in the case of com 
modhties destined for resale abroad or of raw materials for 
domestic manufactures, Private enterprise shoukl be directed 
toward industries that the government is urying to develop on 
national grounds; colonies should get most of their manufac- 
tured goods from the home country and send raw materials in 
Yeturn; foreign commerce should be supervised to make sure 
that merchants comply with the national plan, 

Of course this scheme of statecraft involves national eco- 
nomic planning of an elaborate, continuous sort, calling for 
eternal vigilance on the part of statesmen and tending to de- 
velop into detailed regimentation of economic life, The 
occupation a youth may choose, the apprenticeship he must 
undergo, the wages he may receive, the places in which he may 
live and work, the commodities he may consume, the products 
which his master may make, the technical processes to be fol- 
lowed, the standards of materials and workmanship to be 
observed—these are but examples of the matters which mer- 
cantilism sought to control in its heyday. 

This type of national planning grew up as centralized states 
emerged from the confusion of feudalism, and prevailed with 
numberless variations of detail over central and western 
Europe for two or three centuries.” At many points, the mer- 
cantilist regulations stood in the way of enterprising money 
makers, or even created opportunities to make money by break- 
ing the law—for example, by smuggling, Hence the system 
tended to break down in detail whenever the administration of 
the laws grew lax for any reason, Certainly in England and 
her colonies, private disregard of mercantilist regulations be- 





7 Any bref sketch of mercantilist policies must be schematic to a degree, ‘The 
present sketch 1s probably least misleading as a scpresentation of the policies that 
Colbert sought to cary out in France. 
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came a mass phenomenon in the eighteenth century. Nor did 
the authorities try hard to stop all infractions of the law. One 
may say that /aissex faire was practised on a considerable scale 
before it was preached as a formal doctrine. 

Adam Smith was not the first, but he was the most effective 
critic of mercantilist planning, His argument can be summed 
up ina syllogism: first, every individual desires to increase his 
own wealth; second, every individual in his local situation can 
judge better than a distant slatesman what use of his labor and 
capital is most profitable; third, the wealth of the nation is the 
aggregate of the wealth of its citizens; therefore, the wealth of 
the nation will increase most rapidly if every individual is left 
{ree to conduct his own affairs as he sees fit, There need be no 
fear that consumers will be exploited under such a system; 
competition among producers is a sufficient safeguard against 
that danger, To make gains Cor himself each producer must 
offer goods that others want at prices set by competition. 
Thus, in pursuing his own gain, every producer is led to 
promote the public interest. 

By formulating this argument with the authority of a moral 
philosopher, Adam Smith offered his contemporaries a justifi- 
cation of acts which thousands had been performing with a 
bad conscience. The “rationalization” lent new vigor to pri- 
vate disregard of hampering regulations and so contributed 
toward the breakdown of mercantilism. It is hard today to 
realize how Adam Smith clarified the minds of men and lifted 
their hearts with his ringing call to adopt “the obvious and 
simple system of natural liberty.” His was a great service to 
bluttdering humanity during the difficult transition that lay so 
near at hand, And that service was accepted with a prompt 
ness which has few parallels in the history of thought. Far 
more rapidly than he had supposed possible, Adam Smith’s 
views were adopted by other thinkers, by business men, and by 
statesmen. Supplemented by the philosophical radicalism of 


112 SOCIAL SCIENCES AND PLANNING 


Jeremy Bentham and his disciples, restated to fit changing 
conditions by later economists, /aissee faire hecame the domi- 
nant maxim of British economic policy and exercised a power- 
ful influence upon thought and action throughout the western 
world, We may almost say that for two generations the British 
government planned to have no plan. 


te 


Economists no longer celebrate “the obvious and simple sys- 
tem of natural liberty” after the sweeping fashion of Adam 
Smith. Social organization has become vastly more complex 
than it was in the cighteenth century; business planning and 
government planning have become closely intertwined with 
each other; discussions of their réles in guilding economic 
activities now deal with the diversity of conditions produced 
by a century and a half of the industrial revolution, 

Even while they were in process of assimilating the doctrine 
of laissez faire, the Linglish people began using their govern- 
ment as an agency for correcting what they thought to be bad 
results of private enterprise. Some of these governmental con- 
trols could be defended by a shrewd interpretation of Adam 
Smith’s logic, ‘Thus laws to protect child workers and pres- 
ently laws to limit the hours worked by “young persons” and 
women could be defended on the ground that minors and 
women of any age were not in Lact the best judges of what is 
good for them, Public opinion came to believe that it was 
foolish to permit even grown men to take the risks of over. 
loaded ships, unfenced machines, ill-ventilated mines, or occu- 
pational diseases, however accustomed they might be to doing 
so, and successive parliaments passed laws to reduce industrial 
hazards of many sorts. If the mass of the wage-carners were 
as blind to their economic interests as the Malthusian principle 
of population represented them to be, there was reason for 
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tutelage in many matters, Sompulsory education came to 
seem an obvious need. The industrial revolution called for 
operatives who could read blueprints and clerks who knew 
arithmetic. Democracy, the political complement of economic 
liberty, demanded literate citizens. Accordingly, the govern- 
ment went much further than Adam Smith recommended in 
providing education at public expense and forcing parents to 
accept it for their children. Adam Smith had justified state 
provision of public works; the list of such works grew with the 
density of population and scientific knowledge of public hy- 
giene. The risc of the gas industry, of railroads, of tramways, 
of the telegraph, the telephone, clectric lighting and power 
transmission built up a great class of public utilities midway 
between the ficlds of private enterprise and public works. 
These utilities could not serve the public cheaply and efficiently 
under such competitive conditions as worked well in manu- 
factures and trade; they were “natural monopolics,” and as 
such they could be subjected to special regulation, or even 
owned and operated by governments that professed the doc- 
tine of laissez faire. Presently, it began to appear, though 
more strikingly in the United States than in Great Britain, that 
in many industries competition was breeding combinations. 
The joint-stock company, which Adam Smith had thought of 
as limited by its own competitive inefficiency to a brief list of 
trades requiring vast capital rather than active enterprise, 
proved admirably adapted to the factory age with its heavy 
investments, ance the principle of limited Liability had been 
accepted. Incorporation made it easy to organize business 
enterprise in units large enough to dominate whole industries. 
Once more, government intervention could be justified on 
familiar grounds. Adam Smith had taken it for granted that 
the consumer, for whom he felt tender solicitude, would be 
protected against exploitation by competition among numerous 
producers, If that was ceasing to be the case, it seemed logical 
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that government should break up the monopolistic corporations 
and foice the fragments to compete again. 

So far, I have mentioned governmental actions intended to 
remedy what were thought to be bad results of business plan- 
ning or to supply social needs for which business planning 
made no adequate provision, I go on to list various shortcom- 
ings of business planning that are troubling our minds today, 
shortcomings which government is often called upon to correct 
or to supply. 

A specter that has troubled men’s minds more and more as 
the industrial revolution makes headway is the rapid depletion 
of natural resources. In 1865 W. Stanley Jevons pointed ont 
that the fixed limits of coal deposits made it impossible that 
Great Britain should long maintain its current rate of inercase 
in industrial output. Somewhat later, Americans began to feel 
apprehensive about their supplies of lumber, natural gas, oil, 
and other minerals. Now we are becoming dimly fearful about 
the loss of soil fertility through reckless methods of cultivation 
and erosion, The appalling wasics of natural resources that 
are going on seem due largely to the policy of handing over 
thé nation’s heritage to individuals to be exploited as they sce 
fit, It appears that business planning takes and must take a 
relatively short period of time into account—a period that is 
but as a day in the life of a nation. What is rational on the 
basis of this short-run private view may be exccedingly unwise 
on the basis of long-run public interest. We sce now how vital 
a factor Adam Smith overlooked in taking the nation’s wealtli 
as the aggregate of the wealth of its individual citizens. And 
what can be said about the wasteful use of natural resources by 
private enterprise can be repeated with increased emphasis 
regarding the use of ‘human resources. Private enterprise 
draws thousands of youths into “blind-alley” occupations from 
which they emerge little fitted 10 assume the responsibilities of 
matute life. The work it provides for millions of adults fails 
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to make use of their full capacities and leaves many the victims 
of “balked dispositions.” We have allowed our immediate 
economic interests to lead us into modes of living that fail 
to satisfy our emotional needs and our creative impulses. 

Experience is showing also that, great as are its contributions 
to social welfare, business planning has a formidable array of 
technical limitations of which we are becoming increasingly 
conscious as the years pass and as our ideas of what is possible 
to mankind grow more daring.’ 

Business planning can secure effective codrdination of effort 
only within the limits of each independent business enterprise; 
that is, each group of business activities subject to a single 
financial control. It can not effectively codrdinate the activities 
of independent enterprises. 


Codrdination within an enterprise is the result of careful 
planning by expeits; coércination among independent en- 
terprises cannot be said to be planned at all—rather it is the 
unplanned sesult of natural selection in a struggle for busi- 
ness survival. Codrdination within an enterprise bas a 
definite aim—the making of profits; codrdination among 
independent enterprises is limited by the conflicting aims 
of the several units, Codrdination within an entetprise is 
maintained by a single authority possessed of power to 
carry its plans into effect; codrdinauion among independent 
enterprises depends on many different authorities which 
have no power to enforce a common piogram, except so far 
as one can persuade or coerce others, Asa result of these 
conditions, coérdination within an enterprise is character- 
ized by economy of effort, codrdination among independ- 
ent enterprises by waste.’ 





8In the following five paragraphs, I venture ta reproduce with minor changes 
passages which T contributed to the “Report of the National Resources Roard," pp. 
81, 82. Government Printing Office, Washington, December, 1934, ; 

4See Wesley C. Mitchell, “Business Cycles: ‘The Problem and Its Setting,” p. 172. 
National Buicau of Economic Research, New York, 1937. 
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The planning of business enterprises aims at making moncy, 
If the ultimate test of economic efficiency is that of satislying 
the most important social needs in the most economical man- 
ner, then business planning must be warped by inequality in 
the distribution of income. Where a few have money enough 
to gratify almost any whim and where many can nol buy 
things required to maintain their efficiency or to give proper 
training to their children, it can hardly be argued that the 
goods which pay best are the goods mast necded. 

From the viewpoint of business itself, planning to make 
money is a precarious undertaking that often ends in heavy 
losses or financial ruin. However skilfully the internal affairs 
of a corporation are managed, the whole venture may be 
wrecked by circumstances beyond the control and even beyond 
the knowledge of the managers. As markets grow wider, in- 
vestments heavier, and financial interrelationships more com- 
plicated, it becomes harder for the ablest management to 
anticipate the conditions which the next few years will bring 
forth. The movement toward business combinations is largely 
a business man’s 1emedy for uncertainty—his effort to extend 
the number of factors which he can control, But combination 
by one group of entefprises increases the hazards for other 
enterprises, It is not surprising that with growing frequency 
business men have turned to the government for aid and de- 
manded that it protect them against hazards which they cannot 
control, including the hazard of combinations among other 
business men. 

The frequent recurrence of economic crises and depressions 
is evidence that the automatic functioning of our business sys- 
tem is defective. In view of recent events no one longer holds 
that the business cycle is being “ironed out.” Instead, it ap- 
pears that the difficulty of maintaining the necessary equi- 
librium among different factors in the enormously complicated 
mechanism is becoming greater rather than less. Aside {rom 
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the widening of markets and the growth of combinations men- 
tioned above, we face the fact that an increasing part of the 
annual output consists of semi-durable goods which people can 
stop buying for a time if times are bad. The drift of popula- 
tion from farms to cities and the diminishing dependence of 
farm families upon what they can make for their own con- 
sumption, their increasing dependence upon selling farm 
produce to get the wherewithal for buying other goods, mean 
that general economic maladics afflict more people more seri- 
ously than they did in past generations, Business planning has 
found no effective means of preventing the growth of these 
factors that tend to make the business-cycle hazard more 
serious. 

When a grave depression occurs, recovery is retarded by the 
divergence between the policies followed by powerful corpora- 
tions in highly organized industries and the policies that arc 
forced upon small producers in simply organized industries, of 
which farming is by far the most important, Formerly, when 
a depression came, prices fell in almost all markets, ‘This de- 
cline proceeded until the resulting checks upon production and 
stimulations of purchasing produced a new cquilibrium be. 
tween the demand and supply of most commodities at prices 
lower than those prevailing during the preceding phase of 
expansion. ‘Then business activity began to pick up again. 
The revival came about automatically: business men had 
merely to look after their individual interests, and government 
to remain a passive spectator, or at most to increase its allow- 
ances for the support of the poor. Of late, this automatic 
process of recovery has become less prompt and effective, The 
managers of great corporations usually believe that the best 
way to minimize their losses during a depression is to maintain 
prices, despite the heavy falling off in sales and production 
which is likely to follow. That policy will at least cut down 
the heaviest items of current expense—cost of materials and 
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wages. But farmers, who individually can exercise no control 
over the prices of their products, must continue to produce as 
much as they can and to sell for what they can gel in a com. 
munity where many consumers have lost their jobs. Because 
their incomes ate cut by low prices, the farmers cannot buy 
freely from the corporations that are keeping their prices rela. 
tively high. Because farmers, other small producers in a simi- 
lar position, and their former employees who are now out of 
work cannot buy freely, the rigid-price corparations have small 
inducement to increase output and put men back to work, 
Recovery under such conditions is a far slower and more halt- 
ing process than it was when all prices were flexible in ovuch 
the same degree. 

If business men are justified in demanding that government 
take measures to protect them against the hazards of trade, 
how much stronger justification for such a demand have wage- 
earneis!_ The day when it was plausible to argue that steady 
work comes to steady workinen is past. Sobriety, industry, 
thrift will not enable a man to keep his job if the company 
which employs him shuts down, Nor is it his fault if he 
cannot gel a new job promptly when there are ten applicants 
for every opening. Cyclical unemployment is the labor side 
of the business-cycle hazard, and, as said above, that hazard is 
not shrinking. Technological uncmployment is the labor side 
of industrial progress and that hazard is growing. Economic 
security for wage-carners, much the most numerous class of 
people in a commercial nation, certainly has not been provided 
by business planning. 

Finally, we are often told nowadays that, even in the best of 
business years, our present economic organization prevents us 
from making full use of the technological skill we have 
attained and of the capital we have accumulated, As a rule, 
statements of this sort are vague and sweeping, better calcu- 
lated to arouse interest than to convince a skeptic. But recently 
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two efforts have been made to get more definite ideas about the 
margin by which actual production at the peak of prosperity 
falls short of what production might be if we could make full 
use of our facilitics. In 1933, twenty-cight engineers of experi- 
ence in various industries were persuaded to submit estimates 
of how much the aggregate output of all industries might be 
increased simultaneously with existing equipment and meth- 
ods, provided a ready market could be assured for the products, 
More than half of the estimates ran above 25 per cent. Asked 
what increase might be expected if the equipment and manage- 
ment of all industrics were “brought to the level of the best 
current practise” half of the engineers gave estimates of 60 per 
cent or more, Second, an elaborate statistical study of the 
proportion of the country’s capacity for production that was 
utilized in 1925-29 has yielded similar results, The conclusion 
drawn was that, taking the full gamut of operations from 
agriculture and mining, through manufactures and transpor- 
tation to retail distribution, it would have been feasible to pro- 
duce nearly 20 per cent more goods than we did by the 
methods then in use and with the equipment and labor we 
then possessed." Thus the charge that our economic organiza- 
tion fails by a wide margin to secure the full use of our produc- 
tive capacity even in years of business activity is sustained by 
both of these inquiries, An increase of a fifth or a quarter in 
the national income above the highest levels yet attained seems 
to be technologically feasible merely through fuller use of the 
equipment and methods in use, If the engineers are right, 
these increases might be doubled or trebled by bringing equip- 
ment and management in all enterprises abreast of the best 
current practise. ; 

To draw up a list of errors and omissions under business 
ies 


5 Sce “Economic Reconstruction,” Report of the Columbia University Commission, 
pp. 87-104, New York, 1934; Edwin G. Nourse and Associates, “America’s Capacity 
ta Produce,” pp. qrs-4q2s, Washington, 1934: 
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planning is not to damn private enterprise. Few dispositions 
seem to me more misguided than the disposition to regard 
business as a monster that prevents suffering humanity from 
attaining its heart’s desire, After all detractions are made, the 
historical fact remains: that in the countries which have given 
wide scope to private initiative since Adam Smith presented his 
momentous argument for daissez faire, the masses of mankind 
attained a higher degree of material comfort and a larger meas- 
ure of liberty than at any carlier time of which we have knowl- 
edge, or under any other form of organization which mankind 
has ued out in practise. These blessings of relative abundance 
and ficedom arise from the rapid application of scientific dis- 
coveries to the humdrum work of the world, and that applica- 
tion has been effected mainly by men who were secking profits, 
In societies organized on the basis of making moncy, laissez 
fave put the stupendous drive of private gain behind the 
industrial revolution, Further, the capital required for build- 
ing machines, factories, railroads, steamships, electrical equip- 
ment and the like was accumulated mainly fram profits made 
by business men and investors and used, not to satisly their 
own wants, but to provide new equipment for production, As 
Adam Smith argued, in pursuing their private gain business 
men were led to promote the public welfare, 


it 


Yet no class in the community has been satisfied with the 
workings of private initiative. From capitalists to farmers and 
working men, all of us have tried to use government as an 
agency for bettering economic organization. The way in 
which government should be used has been the central issue 
of our political struggles more often than the question whether 
government should be used at all. For few of us have been 
willing to trust what Adam Smith regarded as “natural” forces, 
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Instead, we have cherished ambitious designs of harnessing 
social forces much as we have harnessed steam and electricity, 

Nor have these attempts been fruitless, The familiar con- 
trast between the rapid industrial progress since James Watt 
invented the separate condenser and the slow social progress 
since Watl’s friend Adam Smith published the Wealth of 
Nations is often exaggerated, England today is a very differ. 
ent society from the England of 1776, and the difference is not 
limited to technology. For example, the working-class babics 
of this year will have educational opportunities that were 
closed to their ancestors; their choice of occupations will be 
wider; they will work fewer hours; their livings will be more 
secure; thcy will dwell in less hideous and more healthful 
towns; fewer of them will be maimed at work or will contract 
occupational diseases; their span of life will be longer; they 
will be free to unite with their fellows in promoting their com: 
mon interests; they will have a share in governing their 
country. These advantages they will owe to the long series of 
social reforms which have been enacted one alter another, and 
which these babics of today will have a better chance to extend 
in their turn than had the working-class babics of 1776. 

But considerable as the advances effected in social organiza- 
tion during the last century and a half have been, the pace has 
been less rapid in this field of effort than in the field of indus- 
try. To explain this cultural lag is not difficult, 

First, the social sciences which are needed to guide efforts to 
control social forces are less precise and dependable than the 
natural sciences which guide efforts to control natural forces, 
That difference in the character of man’s knowledge in these 
two fields is due to the vastly greater complexity of social 
phenomena, and to the conditions surrounding research in the 
two fields. In the one field experiments can be tried within 
the limits sct by expense; in the other field experimentation is 
not wholly barred, but it is narrowly restricted, 
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Second, applications of social science to practical affairs 
rarely promise a personal profit to the innovator, At most he 
may drcam of being honored by his fellow men." Still more 
rarely can a second advance be financed from the proceeds of 
past successes. Thus the drive of profit, which gave such 
energy to the industrial revolution, has not pushed forward the 
social revolution. The Communist Manifesto told the workers 
of the world in 1848 that they had “a warld to gain” by 
uniting; but this vague incentive to millions was a less effective 
spur to action than the concrete prospect of profits to indi- 
viduals, And now that the workers of one country have 
captured the government and begun an experiment in com- 
munism, the workers of other counties scem inclined to wait 
for the gains to materialize before imitating the Russian cx- 
ample, Also, the process of initiating industrial improvements * 
is far simpler than the process of initiating social improve- 
ments, Any innovator who could command a madest capital 
might adopt what he believed to be an industrial improvement 
without more ado, If his faith proved justified, he could coerce 
his competitors to follow his example under penalty of com. 
mercial ruin, The innovator who wants to secure what he 
believes to he a social improvement must convince many men 
before he can secure a trial of his plan, and for convincing men 
he must rely upon persuasion. More commonly than not, the 
projected change threatens some vested interest, and the 
would-be reformer’s campaign of education has ta meet a well- 
financed counter campaign, The social innovator cannot 
coerce anybody until he has won government; the industrial 
innovator brings coercion to bear upon his competitors as soon 
as he begins to undersell them. Finally, experiment plays a 





Of course, this remark does nat apply ta all efforts to secure governmental netlons 
The advocates of a tariff bull, for example, may expect and achieve substantial profits, 
But legislation promoted for private gain is seldom an application of social science to 
practical affairs, 
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réle in the applications of scicnce not less important than its 
réle in scientific discovery. Again the advantage is all on 
the side of the natural as opposed to the social sciences, of 
industry as opposed to social organization, Social, like me- 
chanical, inventions are usually crude at first; both types need 
to be perfected in detail before they will work well. In industry 
this process of improving upon the original design is facilitated 
by practical trials on a small scale before large risks are taken. 
In social organization similar experimental runs are sometimes 
feasible; but often that is not the case. Nations must try many 
innovations upon a large scale or not at all; the cruditics of the 
first plan must be discovered at heavy cost and eliminated by a 
process almost as halting as the process of inducing govern- 
ment to make the first venture. 


Iv 


Beset by so many difficulties, social planning has run a most 
uncertain course during the last century and a half, while the 
industrial revolution has been marching forward. In England 
and the United States most of the attempts to use governmental 
agencies in new ways have been piccemeal efforts started by 
private citizens to remedy some single bad situation. Philan- 
thropists have played the leading réles in many of these ¢fforts; 
in others, groups that felt themselves aggrieved or oppressed 
have provided the spokesmen, To get what they wanted, these 
leaders have had to use the arts of propaganda and organiza- 
tion directed to the one specific aim in view. England has 
produced two great groups of thinkers who developed system- 
atic programs of social reorganization—the Philosophical 
Radicals in the early years of the nineteenth century and the 
Fabian Socialists in the later years; but in so far as their 
plans have been carried out, it has been on the empirical basis 
of one thing at a time and mainly through men who did not 
count themselves members of the groups in question, In this 
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country it is hard to find even dne grotirot systematic planners 
to set beside the Benthamites and the Fabians. 

A Jess numerous but more imposing class of national plans 
are those that have been drawn by governments to meet grave 
emergencies, The most striking examples are the economic 
mobilizations effected during the World War and the recent 
efforts of President Roosevelt’s administration to cope with the 
depression. Other governments have been bolder in trying to 
change the social organizations of their peoples. Perhaps the 
most demonstrably success(ul case of systematic government 
planning which the warld offers is that of Japan, When the 
Shogunate was abolished and the Mikado was restored to 
power in 1867, the responsible statesmen of the country deliber- 
ately undertook to transform their feudal realm into a modern 
commercial state with the standard accompaniment of military 
power, How rapidly they have progressed toward this end 
within the short space of two gencrations every one knows, 
Bismarck’s plans for German development are the most 
notable European achievements of pre-war days in constructive 
government planning, Of course we can now add to the list 
the grandiose experiments of communism in Russia, of 
Fascism in Italy, and of National Socialism in Germany. 

Both types of planning that have prevailed in this country-— 
efforts to solve one problem at a time and efforts to meet 
national emergencics by quick action—have grave defects. 
The piecemeal method overlooks the interdependence which 
is so important a characteristic of social processes, Change one 
feature of social organization and you are certain to change 
many other features also, Some of the changes you did not 
plan you will not like, For illustrations, recall the results that 
flowed from the thirtcenth amendment to the constitution 
abolishing slavery and from the eighteenth amendment that 
sought to abolish the liquor traffic. It is only by very careful 
study of the, social situation as a whole that changes can he 
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made with a maximal beneficial and a minimum of harm- 
ful effects, As for emergency planning in the face of impend- 
ing disaster, it is certain to be defective in many ways just 
because there is not time enough Lo use what wisdom we have. 

Critics of both the piecemeal efforts of reformers and of the 
inspirational efforts of statesmen acting in a hurry can make 
out a strong case against much, if not most, of the national 
planning we have done in this country. But anyone who 
attempts to check the practise of national planning will argue 
in vain. So long as men have power to think, private citizens 
will go on devising plans for what they find amiss in social 
organization, and some of their plans will win general ap- 
proval, Also, so long as we continue to encounter national 
emergencies from time to lime, our government will go on 
adopting hurricd measures. The course of wisdom is not to 
oppose national planning, but to make that planning more 
intelligent. The more clearly any man grasps the cnormous 
difficulties of the task, the more sharply he realizes the harm 
done by poor planning, the keener he should be to promote 
intelligent planning: for national planning of some sort, ot 
rather of many sorts, we are certain to have. 

The two great improvements needed in American planning 
are recognition of the interrelationships among social processes 
and preparedness to deal seriously with social problems before 
they have produced national emergencies. It is possible, of 
course, that our future reformers will have a wider field of 
vision than their single-eyed predecessors, It is possible, also, 
that our government in Cuture will be more alert to coming 
troubles even when times are good. Let us hope so. But may 
we not also set ourselves to organize our intelligence for a sys- 
tematic consideration of social problems and how they may 
best be solved? 

An organization devoted to these aims we have never had; 
for no President and cabinet can take time from their press- 
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ing executive duties for systematic long-range planning. Such 
planning is a task that demands the full time and energy of 
the ablest men in the country. And the abler these men, the 
more eager they would be to secure the services of a varied 
technical staff and the counsel of a wide circle of advisers, 
Indeed, a competent National Planning Board would conceive 
itself, not as depending upon its own wisdom, but as an agency 
for focussing the intelligence of the nation upon certain issues, 
in the hope of formulating plans that would command sufh- 
cient confidence among their fellow citizens to be given trials. 
It iy only as an advisory body that such a board would fit into 
the American scheme of institutions, A large part of its task 
would be to draw the line between cases in which government 
should seek to exercise contral and cases in which private initia- 
tive should prevail. To preserve the effective liberty of the 
individual in the modern world requites national planning of 
as shrewd and elaborate a sort as the planning required to check 
abuses or to supply lacks, Indeed, it is only by preventing one 
group of citizens from exploiting other sets and by supplying 
those services which private enterprise can not render that indi- 
vidual liberty can be secured, 

How much a National Planning Board with advisory powers 
might improve upon our efforts to solve social problems by 
taking thought no one can tell in advance, What J have said 
about the difficulties which beset the social sciences warns us 
that success is not a foregone conclusion. ‘To supply deficien- 
cies in knowledge the board would doubtless have to under- 
take much research through its own staff or through other 
agencies, But after doing ils best to lay a scientific founclation 
for its plans, the board would often have to advise proceeding 
1p an experimental fashion on the basis of probabilities, It 
would be doing pioneer work, for it would be trying to better 
the social otganization of one of the most advanced countries 
in the world—to do things which have not yet becn done. 
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Hence it could not expect to achieve as brilliant a record as did 
the elder statesmen of Japan, who were seeking to pull abreast 
of other nations and so had models to imitate, And of couse 
the usefulness of the board could be wrecked by the appoint 
ment of men chosen for partisan reasons, Or a board of men 
possessing technical competence but lacking in ather qualities 
might antagonize the Executive, Congress and the public, and 
so lose its influence. Perhaps the idca of trying to mobilize 
the intelligence of the country for systematic and continuous 
study of social problems will be rejected by public opinion. 
But it would seem that we have had enough experience with 
reforms that produce almost as much harm as they 1emove to 
be willing to wy a more scientific method of dealing with social 
problems, 


Cirapiren VI 


ECONOMIC CONTROL IN THE 
NINETEENTH CENTURY 


C.J. Ratelaff 


Contrary to popular belief, the English Classical ccono- 
mists who dominated ninetcenth-century cconomic thought 
did not support a genetal policy of laissez faire, Adam 
Smith espoused the “principle of expediency”; Ricardos 
laussez faire was a theoretical device rather than a precept; 
and Mill’s economic philosophy was influenced greatly by 
the spirit of humanitarianism. 

Classical economic thought was indeed translated into an 
economic policy dominated by Jaissez fuire, but this wans- 
lation was facilitated by four influential factors: widening 
markets, cynical views tegarding government, the Mal- 
thusian theory, and the wages-lund doctrine. ‘Thus, the 
acceptance of a policy of economic individualism reveals 
how the nineteenth century manifested concurrence of eco- 
nomic theory and practice. ‘The burden of the transition 
{rom the Age of Mercantilism to the era of individualism 
fell chiefly on Jaborers, Changes in apprenticeship, regula. 
tion of wages, and poor laws constituted a first step toward 
4 new social economic policy; a sceand step was represented 
by removal of restrictions on workers’ combinations. 

Tn agriculture, the older philosophy was ratified by the 
Corn Law of 1815, but the fundamental economic drift, 
forcefully expressed in the work of the Anti-Corn-Law 
League, ultimately uiumphed in the repeal of the Corn 
Laws in 1846. In commerce and navigation, many quasi- 
mercantilist restrictions survived, Yet here as well the 
new appeared—in the Merchants’ Petition of 1820, for ex- 
ample—while the repeal of tariff duties in 1860 finally 
marked the establishment of economic individualism. 
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In spite of these apparent victories for ddissex faire, reac- 
tion against the policy of economic individualism had defi- 
nitely begun by i850, ‘The huiman cost involved in the 
surge of economic freedom had fallen primarily on the 
workers. Factory legislation became imperative. Mean- 
time in communication and uansportation new problems 
called for intervention, and municipal ownership appeared 
as an entering socialist wedge, 

In reality, the nineteenth century played a significant role 
in the evolution of economic planning. Expediency and 
humanitarianism progressively became guiding principles 
and forces. Though the nineteenth century loved eco- 
nomic liberty best, it gave many a hostage to economic 
control, and it dreamed of economic planning —I. M. 


HE NINETEENTH century bridged the gap between the col-, 

lectivism of mercantilism and the collectivism of presente 
day “planning.” This cycle of social control was fertile grouncl 
for economic theorizing and practice, On the one hand it 
called forth the work of a host of writers in England and on 
the Continent; on the other hand it produced the programs of 
such leaders as Pitt and Gladstone, the reformsol Owen and 
Shaftesbury, and the dreams of Saint Simon aid Fourier, No 
century has been destined to play a rdle which was more sig- 
iificant in the evolution of socio-cconomic control. During 
10 ime has there been a greater fusion of theory and practice, 
of individualism and humanitarianism, of materialism and 
dealism, of action and reaction. As Keynes has so aptly 
gut it, “The early nineteenth century performed the miracu- 
ous union, It harmonised the conservative individualism of 
wocke, Hume, Johnson and Burke with the socialism and 
lemocratic cgalitarianism of Rousseau, Paley, Bentham, and 
jodwin.”* This all tended ta magnify, if nat accentuate, the 
tresses and strains caused by the Industrial Revolution and to 





VAM. Keynes, Che End of Latsseedave, London, 1936, p. 10, 
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call forth the measures of economic control in that period 
which began with the close of mercantilism, traversed the era 
of laissez faire, and initiated the deift to modern collectivism. 
Such is the place of the nineteenth century in the evolution of 
economic planning, The individualism of the period pro- 
duced the social policy popularly termed “Jaissea faire” An 
examination of economic control in the nineteenth century 
must begin with the background and theory of this policy. 

Excepting for incidental references, the discussion in this 
chapter will be confined to Great Britain, for three reasons: 
England, first to be industrialized, manifested the character- 
istic economic tendencies most clearly; secondly, the set of 
causes and forces which generated the measures of economic 
control in Great Britain were operative in other nations as 
well; and thirdly, regulatory action by the’ government of one 
industrialized country was sooner or Jater reflected in parallel 
measures elsewhere, 


Tue THeory or Latssnz Parr 


It is a remarkable fact that mercantilism, which had dom- 
inated economic life from the Reformation to the French 
Revolution, should have been so quickly supplanted by the 
individualism which was to express itself in the social policy 
of laissez faire, laissez passer, Like most revolutionary changes, 
however, the movement was more gradual, and the causes more 
remote, than would seem to be true if one centers atten- 
tion on the culminating stage, The most obvious phases of 
the emergence of individualism and Jaissez faire were the writ- 
ings of economists, the demands of industrialists, and the legis- 
lation of Parliament which led to the displacement of the 
mercantilist system in England during the first half of the 
nineteenth century." 





2 See N.S. B, Gras, Iadustiral Evolution, (Cambidge, 1930), p. 208, 
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In the interpretation of economic movements of that century, 
economists have been too prone to emphasize the inumediate 
and economic factors, In reality, however, the roots of the 
growing economic individualism which was to have such revo- 
lutionary influence on the social structure are to be found in 
non-economic subsoil. This was supplied by the church and 
the state. 

The birth of Protestantism supplied one of the two, non- 
economic sources of individualism, and the extending of this 
individualism from the religious to the political, economic, 
and social fields inevitably followed. Indeed, one scholar has 
pointed out that, “The ideas which have been indicated as 
characteristic of the capitalist standpoint are characteristically 
Protestant ideas. . , . The insistence of the capitalist, on the 
removal of all restraints by the state is strictly analogous to 
the insistence of the Protestant on the removal of all restraints 
by the Church."* Whatever may, in turn, have been the 
fountain-head for individualism in the Church, the nascent 
nonconformism of the cighteenth century was to be a potent 
clement in the economic structure of the nineteenth, Need- 
less to say, Methodism and Preshytcrianism were emphatically 
individualistic in doctrine, outlook, and influence, Individual- 
ism had for a long time drawn from Calvinism (with its stress 
upon individual responsibility) its recognition of such eco- 
nomic institutions as credit, banking, commerce, and finance, 
and its sanction of the frec exercise of commercial spirit.* 

The second non-economic source of individualism was the 
supplanting of the divine right of monarchs by the ideas of 





" George O'Brien, Av Essay on the Economic Effects of the Reformation (London, 
1923), p. ot Cf, R. TL Tawney, The Acquisinve Society, (1920) and Max Weber, 
Gosdmmelte Aufsdise suv Religions-Soxologie (1922), passim, 

#See R. IT, Tawney, Religion and the Rise of Capitalism, p, 104. Ashley also 
points out that the “new manufacturing class was Jargely nonconformist. We have 
not recognized the economic consequences in the eighteenth century of noncon- 
formist conceptions” Eeonomic Organmahon of Bugltnd, (London, 1913], p. 158, 
Gf. also W. Cunningham, Christiamty and Economie Science, New York, 1914. 
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“natural liberty” and “compact” at the close of the seventeenth 
century—a movement greatly encouraged by the unbelievable 
ineptitude of public officialdom.’ ‘The reflection of this in the 
economic structure was naturally a strong sentiment for a 
laissez-faire policy. ‘This sentiment was fed by Hobbes’ phi- 
losophy of materialism and self-interest on the one hand, by 
Bentham’s philosophy of utilitarianism on the other, 

The individualism emerging from these non-economic 
sources found fertile soil in the England of the late eighteenth 
and early nincteenth centuries with its surging capitalism. 
This individualism, favored by economic factors quite unique 
to England, found one expression in the factory system, 

Such was the background for the economic control of the 
nineteenth century. This background throws much light on 
the economic theorizing of the early nineteenth century which 
was instrumental in calling forth the social policy of Jaissex 
faire, For the first, and perhaps the last, time in history it was 
the lot of a small group of economists to guide the thought and 
action of the industrialized nations of the world for a century. 
What was the nature of the economic theory and control which 
they expounded? 

In attempting to understand the economic doctrine of a 
particular time it is absolutely essential that three basic con- 
siderations be kept in mind. These are, first, the economic 
conditions under which the writing occurred; secondly, the 
political and social conditions of the time; and thirdly, the 
nature of the general problem in which the writer being con- 
sidered was interested,” Each of these elements differed sig: 
nificantly for three economic philosophers—Smith, Ricardo, 





5 Keynes, of. cit. pp. 5-6, The questioning of the economic authority of govern- 
ment was made more insistent in eightcenth-century France with its extremely 
restuictive policy unde Colbert, its wealth and poverty at the worst, its wars of 
Louis XIV, and its extravagance of Louis XV. 

°C. J, Ratzlaff, The Theoty of Free Competition, (Pluladelphia, 1936), Cl. 3, 
Secs, 1-2, See also E, A, J. Johnson, Some Origins of the Modern Economic 
World, (New York, 1936), Ch, 3, Sec, 1. 
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and John Stuart Mill—the three who very largely shaped the 
social thought of the nineteenth century. 

The first of these writers, Adam Smith, lived in the earlier 
stage of modern industrial devclopment—what might be 
termed the “eve of the Industrial Revolution.” Awakened 
individualism before Smith’s time had led to emphatic criti- 
cisms of mercantilist economic restrictions, Numerous pleas 
had been made for freedom of trade and occupation; and the 
developing factory system even of Smith’s time made surviving 
restrictions progressively more incongruous. 

The political and social conditions of the time gave no reason 
for believing that a desirable economic program could be 
achieved by the government. The crust of restrictions created 
by the mercantile system together with the effect of that tend- 
ency usually termed “the principle of cultural lag” *—that is, 
the tendency of government organization and practice inher- 
ently to lag behind economic development—made it absolutely 
clear that the government was not equal to the socio-economic 
task. 

The general problem with which Smith was faced defined 
itself sharply: it was essentially that of removing the numerous 
governmental restrictions and regulations which were not con- 
ducive to the increase of wealth. This was the primary con- 
sideration,* and his use of the so-called principle of “natural 
liberty” was not used to support a general policy af laissez faire. 
Rather Smith’s economic doctrine was an advocacy of the 
“principle of expediency”—that is, the furtherance of measures 
to accomplish an end which was deemed desirable at the time. 

The view generally held that the writing of Smith and his 
followers was directed toward the support of the economic 





vt CH. BM, Anderson, “Government Economic Planning and Prices," Chase Eeo- 
nomic Bulletin, Vol. XVI, April 1936, pp. 7~8, 

8 See Jacob Viner, “Adam Sniith and Laissez Paice,” Jornal of Political Economy, 
Vol, XXXV, 1927, p. 218, 
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policy of Isissez faire is based on deductions drawn from a 
partial consideration of Smith’s whole economic reasoning, 
The assertion that he postulated the identification of public 
and private ititerests "and the guidance of the “invisible hand” 
in his theorizing to arrive at a carte blanche adherence to a 
laissez-faire policy is false.” It is quite true that in his “Theory 
of Moral Sentiments” Smith did advance “the doctrine of har 
monious order of nature, under divine guidance, which pro- 
motes the welfare of man through the operation of his indi- 
vidual propensities” * but it suffices to say that in this field of 
thought he was not concerned with the same problem toward 
which he directed his economic reasoning, 

The individualism and “natural liberty” which play an im- 
portant réle in Smith’s writing were used by him in criticism 
of actual social measures and the evil of certain types of gov- 
ernment activity and not as a desirable idcal to realize—~an 
ideal pursued so vehemently by many of his followers; “he 
dealt with concrete instances and the actual life of a nation.” ” 
Smith was at once a profound thinker and keen pragmatist 
who fully sensed not only the fundamental drift of individual- 
ism, which antedated his time, but also the potentialities of 
division of labor and the factory system.'* Accordingly, he 
directed his wit, ridicule, and logic toward facilitating the dis- 





9 Cf. Gide and Rist, Mutohe des Doctines Ecostomiques, (Pisis, soaa), pps 
ar8-219, 

10 For a typical, naive and ¢rroncous misinterptctation of Smith's economic dace 
tring held durng the first hall of the roth century (and one probably not so 
uncommon even today), sce Thomas Chalmers, Political Economy in Connexion 
with the Moral State and Prospects of Society, (Rdinburgh, 1850), Vol. I, pp. 
317-318, who puts fotth Smith's view thus: “Le (Smith) throws the whole matter 
altogether open to the free and unshackled operation of the grent principles of 
Nature, «4. We would in short, raise na positive apparatus whatever for the 
direct object of meeting and alleviating the ills of Poverty ... we sntisfy ourselves 
with simply asserting, that unfettered Nature, working in individuals can do the 
thing better than regulation can." 

UViner, op. city p, 206. Cf. Rarzlafl, op city De 73. 

12W, Cunningham, The Growth of Buglish Indusny and Commerce (London, 
1912), Vol. Il, p, 738, 

14 As seen in Chs. 1 and 3, Book 1, of his Wealth of Nations, 
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carding of obsolete government practice and machinery which 
were obviously unjust to individuals and disadvantageous to 
the community. He advocated the elimination of government 
regulation which hindered free choice of occupation, free trade 
in land, domestic commerce, or foreign trade, At the same 
time he clearly indicated the need for government regulation 
or supervision in many economic situations, such as, for exam- 
ple, wage payments,’* bank-note issues, merchant marine,’* 
and limited use of bounties,’ Furthermore, Smith’s assigning 
to the State the duty of erecting and maintaining public works 
and institutions which it can never be to the interest of indi- 
viduals or groups of individuals to erect leaves an enormous 
field open to the economic activities of the government, inas- 
much as Smith does not suggest the limitations of such public 
works,? : 
The forty-one years which passed between Smith’s monu- 
mental work and Ricardo’s Principles of Political Economy 
and Tawation brought tremendous social and economic 
changes. Of the former, the French Revolution, for example, 
succeeded in creating a spirit of eliminating hindrances 
to the movement of people and goods, In England, the 
social consequences of non-enforcement of obsolete legis- 
lation were equally great. As to economic changes, the 
development of land and water transportation was most far- 
reaching in widening the market and in facilitating the division 
of labor and competition. The reciprocal effect of these social 
and economic changes brought about what one might very 
well designate as the second stage of modern economic devel- 
opment, giving the industrial revolution its full momen- 
tum. This was a stage in which “the immediate environment 





44 Wealth of Nations, Everyman's Library Edition, Vol. I, p. 73. 
18 Thid., Vol. 1, pe 289. 

19 Ibid., Vol, I, ps 409. 

4 Thid, Vol. I, p, 23. 

48 Ratalaff, op, cit, pe 24. 
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of Ricardo's life embraced circumstances in which, if 
ever, competition was almost perfectly and perhaps bene- 
ficially realised, its remoter environment had in it much that 
could explain and condone any apparent harshness in the 
results of economic analysis.”*” Not only was there non- 
enforcement of obsolete statutes, but no effective factory acts 
had as yet been passed. 

Possibly at no time in the history of economic writing has 
there been a more clear-cut definition of the problem which 
the theorist was analyzing than one finds in the case of Ricardo. 
He stated emphatically and unequivocally that he was no? deal- 
ing with “temporary effects”; these are left “entirely out of 
our consideration whilst we are treating of the laws which 
regulate, natural prices, natural wages, and satural profits, 
effects totally independent of these accidental causes.”™ By 
natural he meant the long-tun movement and not the imme- 
diate, direct, or “practical” issues and problems. To confirm 
this definitely he stated in a leucr to Malthus that the latter 
considered “my book as more practical than [ intend it to be. 
My object was to elucidate principles, and to do this I ima 
’ agined strong cases, oat I might show the operation of these 
principles,” 

In other words, the problem toward the solution of which 
Ricardo directed his theory was that of stating the long-time 
tendencies, principles, or laws which govern the relations of 
economic phenomena, drawn from the existing economic situa- 





29 P, W. Kalthammer, “Intiaductian” to Lyeiyman's Lelition of Rieardo's Payne 
ciples af Polttal Economy and Tarauian, p. WX. 

20 The Iealth and Morals of Apprentices Act of 1802 with its chief provision of 
luniting the working day to 12 hottrs was ucterly ineffective, owing to the relinnce 
on inspection by the lacal justices of the peace, Cf, [Iutching and Uarrison, of 
History of Factory Legislation, ani ed, London, 1911, pp. 1429. 

*1 Ricardo, Principles of Politeal Economy and Taxation (Everyman's Edition, 
New York, 1911), pp. 50-51. 

22 Quated by Lingi Coss, Introduction to Political Economy, (london, 1893); 
Pp 213. (Italics mine.) 
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dion. For utter objectivity few thinkers in the social sciences 
could equal Ricardo. Moralizing or idealizing was not of 
interest to him, He did not intend his Political Economy 
to serve as a basis for governmental economic policy. 

It is quite true that Ricardo, like Smith, did attack specific 
instances of government regulation, although in other instances 
he would extend the hand of the government.” In fact, he 
strongly advocated the establishment of a national bank of 
issue with exclusive privileges, and as a member of Parliament 
he suggested working-men’s annuitics and voted for a parlia- 
mentary inquiry into Robert Owen’s socialistic community, 

John Stuart Mill, the third great leader of economic thought 
in the ninetcenth century, formulated his economic views at 
the midpoint of the century in the period one might designate 
as the third stage of British industrial development. The eco- 
nomic environment differed fundamentally fom that in which 
Smith and Ricardo wrote, The stresses of the tremendous 
economic change which had occurred in the thirty-one years 
that elapsed between Ricardo’s and Mill’s publications *! had 
produced a new social attitude, The human appeal of utopian 
socialistic writing, the ruthlessness of the enclosure-consolida- 
tion movement in agriculture, the suffering involved in the 
disintegration of the domestic system, the evil of concentrating 
nondisciplined laborers in congested urban centers, the agita- 
tion of the revolutions of 1848—these were vital influences in 


—y 


24 Such as minting, “testing drugs, examining medical candidates, and the like, 
which are meant to guard people against deceptions they are themselves incompetent 
to detect.” (John Rae, Contempormy Socialism, (London, 1890], p. 36v). 

2tthe man who held first place on economic discussion and infltence dung 
this pertod was John Ramsay McCulloch, often regirded as a narrow follower of 
Rieatdo, ‘Tive, MeCatloch did hold that the maxim pas nop gonrerne should 
never he overlooked. Legislatots should stop when not impelled by a strong sense 
of pubhe duty, but where this seme of public diy is felt “they should never 
hesitate in their course. ‘There are many cases in which yovernment must and 
many in which it should interfere, And it is the duty of the Jegistature, having 
once fully satisfied itself, by a careful inquiry, of the expediency, all things con+ 
sidered, of any measure, resolutely to carry it into effect," J. R. McCulloch, 
Praeiples of Politcal Loanomy, (ath ed, Edinbingh, 1849] p. 308. 
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broadening the scope of Mill’s reasoning on the economic 
functions of government. To the degree that Ricardo was 
delimiting and objective in his analysis, Mill was inclusive and 
subjective, 

The keynote to his social philosophy is to be found in his 
proposition that while the laws of production are laws of nature 
the modes of distribution “depend on human will.” ** In keep- 
ing with this view he held that the right of private property 
rests on grounds of “general expediency” and that socialism 
“cannot be truly said to be impracticable.” “* He was remark. 
ably optimistic with respect to human nature and asserted that 
“We are too ignorant either of what individual agency in its 
best form, or Socialism in its best form, can accomplish, to 
decide which of the two will be the ultimate form of human 
society,” *" . 

At least by implication it would seem, then, that Mill’s theo- 
rizing would lead him to the advocacy of an extensive, if not 
all-unclusive, program of government regulation and control 
of economic activitics, This, however, was not the case. He 
regarded government functions to be of two categories, The 
first included the maintenance of laws, property, justice, police, 
taxation, finance, and public works. The second included 
those which might be classed as optional functions. Contrary 
to the drift of his reasoning elsewhere, Mill maintained that 
“whatever theory we may adopt respecting the foundation of 
the social union and under whatever political institutions we 
live, there is a circle around every individual human being 
which no government ought to oversiep”* and that circle 
he conceived to be one of wide circumference. Reverting to 
the critical attitude held by Smith and Ricardo, an attitude 





25 Autobiography (New York, 1924), pp. 174~175. 

26 Principles of Political Economy, (Ashtey edinon, London, 1926), p, 204 ef seq. 
3 Tbid., P. 209. ‘ 

28 pid > PP. 9-9 See lus Essay on Liberty, 
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not consistent with his own optimism toward human 
nature, Mill concluded: “In the most advanced communi- 
ties the great majority of things are worse donc by the inter- 
vention of government than the individuals most interested in 
the matter would do them or cause them to be done, if left to 
themselves.” °° Mill’s reasoning with regard to governmental 
economic control is, therefore, a curious mixture of social ideas. 
It reflects a singular conflict of optimism and pessimism, of 
humanitarianism and expediency, of paternalism and_self- 
reliance, 

The foregoing account epitomizes the theory of economic 
control as formulated by three great leaders of economic 
thought in ninetcenth-century England. A careful analysis 
of this theory definitely disproves the usual claim that these 
economists advocated the program of Iaissez faire. The views 
which they held regarding the economic regulation and con- 
trol which government should exercise were dominated by 
two basic clements—namely, expediency and humanitarianism. 

The economic thought of the early nineteenth century was, 
nevertheless, translated into a doctrine of Jaissez faire by the 
injection of four other elements into classical political economy. 
First, extension of the market and the development of the 
factory system necessitated prompt removal of obsolete govern- 
ment restrictions and bureaucracy if economic enterprises were 
to thrive. Secondly, a cynical and pessimistic view was uni- 
versally held with regard to the soundness of the government 
administration of economic activity, Chronic maladministra- 
tion coincident with the mercantile system came to be re- 
garded as weaknesses inherent in governmental organization, 
per se. Thirdly, the Malthusian theory of population became 
a powerful argument for a negative social policy—-an argument 
seized upon not only by the vested, capitalist interests, but by 





20 Ibid, Pi OA 
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the clergy.” Fourthly, as a counterpart to the Malthusian 
theory, the wages-fund doctrine was uscd to condemn all 
efforts—if not all hope—of raising wages and thereby ration- 
alized the existing mode of living of the masscs, Necdless to 
say, the last two of these “factors” were integral parts of con- 
temporaneous economic thcory but they were not intended to 
be used as unitary, independent propositions upon which to 
base a social policy. 

The common practice of identifying the economic theory of 
the nineteenth century with the policy of Jaissez faire may be 
accounted for largely by the failure to differentiate economics 
as a science from economics as an art. Then, as now, the prin- 
ciples of economics, which were not intended as guides to 
action," were grasped by the “practical” men, vested interests, 
and propagandists as simple and clirect indicators of desirable 
business and government practice. Indecd, the economists of 
the nineteenth century became identified with “laissez faire” 





80 As, ¢, gy ‘Thomas Chalmers, distinguished exponent of the church and leader 
of English social thought of the 1830's who held that “the wue interest of a manne 
facturing community can alone be effectively promoted by competition, which 
hinders the rise of wages among workmen and promotes at once the goodness and 
cheapness of manufacture,” also asserted that the philanthropy of the few cannot 
save the many from “that most overmastering of all oppreasions, the appres- 
sion of their own numbers’; and pased the question, “OL what avail are the 
panaceas proposed for amelioration of the economic conditions of the people, since 
any increase in comfort will lead to an increase in numbers, and the last state of 
affairs will be worse than the first?” (W. P, Hull, “Certain Early Reactions Against 
Laissez Faire," American Historical Association, Annual Report, 1913, Vol I, p. 
132). 

81 Edgeworth has aptly said, “It is woith while to consider why the path of 
applied economics is so slippery; and haw it is possible to combine an enthusiastic 
admiration of theory with the coldest hesitation in practice, ... Now most of our 
practical problems have this character of singulaiity; every burning question is a 
Phoenix in the sense of being sui generis. We have laws almost as simple and 
majestic as that of giavitation . .. but these laws do not afford middle axioms,” 
(Papers Relating to Political Economy (London, 1925], Val. I, p. 8). Gf. Gustav 
Cassel, Fundamental Thoughts in Economics (New York, 1925), pp, 12-143 and 
the excellent article by Simon Nelson Patton, “Pragmatism and Social Sciences,” 
Journal of oe and Scientific Method, Vol. LXXX, 1911, pp. 
273-279. 
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in virtually the same way in which economists of the twentieth 
century have come to be identified with the “New Deal.” 


Tr: Lstas.isimenr or Ticonomic INDIVIDUALISM 


The development of economic ideas relative to the functions 
of government, which has been surveyed in the foregoing 
section, went hand in hand with the establishment of individ- 
ualism in industry. ‘To a remarkable degree, the nineteenth 
century manifested the concurrence of theory and practice. 
The period also demonstrated the inherent interdependence af 
the economic structure as a whole. Technical improvements 
in a particular trade or industry quickly resulted in repercus- 
sions in other occupations, as a result o£ increased demand for 
raw materials for the industry in which the technical advance 
had occurred. The carly industrial revolution was a rapidly 
moving process of maladjustment and adjustment. 

The initiating movement came in England in consequence 
of mechanical inventions coupled with availability of capital; 
it was facilitated by banks, and by the opening of extensive 
markets as a result of the growing maritime power of the 
nation.” These factors required but one cnergizing element— 
namely, the conviction of merchants and manufacturers that 
“they could best gain, and keep, foreign markets not by special 
privileges [provided under the restrictive mercantile system | 
but by supplying the required goods at low rates.”"* Tn fact, 
enforcement of restrictive legal measures became difficult, if 
not impossible, {ft was natural, as Cunningham makes clear, 
that the cotton manufacturing industry, and especially Man- 
chester, became the center of a school of men who were deeply 
imbued with the belief that in industrial affairs the battle went’ 
to the strong and the race to the swift. To them the restric- 
tions of the mercantilist system were stifling and undesirable. 





Cunningham, op. cit, Vol, Wh p. dro. 
8 [bid p. O11, 
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The consequence was the acceptance of Adam Smith’s eco- 
nomic theory, particularly his argument for free trade, The 
founding of this school of thought—the “Manchester School” 
—and the presentation of the Merchants’ Petition to Parliament 
in 1820, which strongly advocated the policy of {ree trade, con- 
stitute an important milestone in the passing of the ald mer. 
cantile system and the establishment of economic individual- 
ism." Indeed, it may be said to mark the close of the first era 
of economic control or policy of the nineteenth century and the 
opening of the second. 

The emergence of the policy of individualism as a social 
policy was particularly manifested in the three fields of labor, 
of agriculture, and of navigation and commerce. To under- 
stand the nature of this socio-economic policy, the develop- 
ments in each of these fields must be noted. 

The new policy found most definite expression in the field 
of labor, The increasing stress and strain of a decaying system 
of socio-economic control (such as mercantilism) falls with 
particular severity on the mass of workers. At the close of the 
eighteenth and the opening of the ninetcenth century England 
was still to a great extent under the medieval system of mani- 
fold industrial regulations, This network of restrictions was 
not only out of harmony with the social philosophy and the 
theory of the economic functions of government as set forth 





84’The reasoning of the Merchants’ Petition was accepted as valid by Liverpool, 
Tluskisson, and Canning, A copy of the Petition is given in 'Vooke's History af 
Prices, (London, 1838-57), Vol. VI, App. 1. Cf, also A. Prentice, The Uisory 
of the Anti-CormLaw Leagne, and ¥. W. Unst, Free Trade and the Manchestor 
School, 

The delay in the acceptance of Smith's reasoning with respect to freedom af 
trade and economic individualism on the Continent 1s not (o be interpreted to 
mean that Smith's influence was not being felt simultancously in other countries 
of Europe, ‘The famous French expositor of Smith, J. B, Sav, published his Ty aie 
d'Economie Politique im Pais in 1803. It quickly passed through five editions, 
Translations of Say’s book were also made into the German, Spanish, Italian, and 
other languages, A host of writers, including sich names as Dioz, Storch, Garnier, 
Destutt-Tracy, Sartorius, Leider, Von Schlozer, Webei, Muller, Pechio, and Gioja, 
were spreading the influence of the current English economic doctrine, 
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by the leaders of economic thought, but these restraints also 
ran counter to the increasing mobility of labor and capital de- 
manded by the rapidly evolving factory system. One focus 
of the conflict between decaying Mercantilism and emerging 
individualism was found in the law of apprenticeship, with its 
roots in the medieval theory of the State as a divine institution 
charged with the guardianship over all relations of individuals 
in society. As Professor Johnson points out in the chapter on 
“The Age of Mcrcantilism,” the Statute of Apprentices of 1563 
had crumbled. Yet, its enforcement was still sufficiently great, 
in 776, to call forth from Adam Smith a sharp denunciation 
of such econamic regulation.” Especially did the regulation 
of wages by the Justices of the Peace clash with the economic 
individualism progressively needed by the growing factory 
system, since this system required the movement of labor 
occupationally and geographically, which was precisely what 
the mercantilist regulation sought to prevent. Hindrances to 
movement had also grown up incidentally, but nevertheless 
positively, from the administration of poor laws, Overseers 
of each parish were carcful to prevent any artisan from being 
hired for a ycar because that period of service would give the 
worker “settlement” status and, consequently, the right to relief 
in his new locality, Any hiring that might be construed into 
a yearly hiring was, therefore, systematically avoided. The 
Act of 1834 abolished settlement by scrvice."® With this legis- 
Jation an important stage of economic individualism had been 





46 Wealth of Nations, Book I, Ch. X, Part I. This is possibly the best briet 
description in print for this particular period, See also the excellent chapter by 
Ainold Toynbee, “The Mercantile System and Adam Smith,” in his Industial 
Revolution of the Eighteenth Centwy in England (London, 1927). 

In Pranee in 1750 regulation was developed even to a greater degice than was 
the case under Colbert. Vincent de Gournay, appointed Due.tor of Commerce in 
1751, undertook on active campaign in favor of abolishing guilds and abandoning 
regulations, Also nfter 1750 the influence of Physiocrats (particularly Quesnay) 
became effecuve. (Cf Tenri Sée, Eeonomic and Social Conditions in France Duv+ 
ing the Bighteenth Centmy, [New Yoik, 1927], pp. 138-161). 

84 Cunningham, of. cf. pp. 754-755 
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accomplished and one step toward a new plan of socio-cco- 
nomic control had been taken. 

A second step was to remove the medieval restriction on 
combinations, A series of statutes {rom 1548 on had prevented 
associations of workers in England.” The economic factor 
crystallizing the sentiment for sweeping away these particular 
regulations is more difficult to determine, Students of the 
mavement attribute the repeal of Combination Acts to the fact 
that they were not compatible with the freedom inherently a 
part of the factory system. Possibly, however, for the first 
time in economic history do we find an important step in the 
formulation of socio-economic policy to be due to the work 
of the “political organizer.” The repeal of the Combination 
Acts was largely the result of the organizing cfforts of Francis 
Place.” The Act of 1825 repealed the restrictions upon work- 
ers’ combinations and gave to trade unions the legal right ta 
exist.” With this legislation economic individualism as a socio- 
‘economic policy was definitely nearer its final culmination.” 

The emergence of the policy of economic individualism was 





ST The extreme cconomte distiess in England at the opening of the century pros 
duced outbreaks and violence, Parliament discussed methods of alleviation but 
merely passed the Combination Act of 1800, The Arbiuation Act of that year, 
although it proved inoperative, was significant in foreshadowing the future social 
policy, (Cunningham, op, cf, pp. 644, 732. Cf also Sand It, Webb, History of 
Trade Uniomsm, and Beer's classical work, History of British Socidlism, 

In France at this time, associations of workers were also dechued iHegal under 
the “Lat Chapelicr” of v7g1, ‘This policy was continucd by che statute of 1834 Ane 
the Napoleonic Code, 

Graham Wallas’, The Life of Francis Place (London, 1925) 1s not only a 
fascinating stay of the life and work of Place hut it is also an intimate pictine 
of English social thought and action during the first half of the nineteenth cenuny, 

59'The Act of 1824 (5 Geo TV, c. 9§) repealed all previous combination acts 
and declared “that petsons joining combinations of workmen for obtaining an 
advance in wages or lessening Ue hours of lahour, or for other specified purposes, 
should not be liable to any prosecution.” Strikes which followed brought the Act 
of 1825 (6 Geo. IV, c. 129), which rendered men liable to punishment for “use 
of teats, intimidation, molestation, and obstuction directed towards ihe attains 
ment of the objects of trade unions” (Palgrave, Dicnouay of Political Economy, 
Vol. , p 336). 

P ae Trance, unionism was not legalized until 18643 only partially so in Germany 
in 1869, 
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manifested in a second main field of England’s economy. Pro- 
fessor Johnson has stated in the preceding chapter that the 
control of agriculture traced back to medicval town policy, and 
that from 1437 on, the export of corn was permitted when it 
did not vexceed a stipulated price. The objectives were to 
assure an adequate supply for consumption and also a control 
of price and income to the producers, 

The immediate background of the ninetcenth-century con- 
trol of agriculture by means of corn legislation was the Act of 
1773, in which the primary objective was that of stabilizing 
corn prices by giving facilities for importation, duty free, when 
English corn was selling above 48s a quarter, The effort to 
maintain a steady price for a supply drawn partly from home 
and partly from abroad proved a failure, and growers de- 
manded a return to the policy of stimulating home produc- 
tion."" The Act of 1791 repealed all existing corn laws and 
gave a bounty on exports when the price was as low as 44s, 
but a prohibitive duty was levied on imports when the price 
was below 50s," The Peace of 1815 was followed by imports 
of wheat from America and the Baltic regions which led to 
fow prices that threatened landlords with ruin, The Corn 
Law of 1815 prohibited importation so long as the wheat price 
did*not rise above 80s on the argument that the interests of 
landlords and consumers were identical." 

At this point the fundamental economic drift—namely, the 
evolution of the factory system and the emergence of the social 
policy of individualism—rose to the surface and dominated 
the shaping of governmental measures. This domination was 
focussed in the work of Cobden and Bright and their Anti- 
Corn-Law League, formed in 1839. The basic cconomic drift, 
hastened by the Irish Famine, brought about the repeal of the 





41 Cunningham, of. cit, pe 725. 
AB fhid., pe 93% 
MB Ibid Pe 729: . 
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corn laws in 1846." This marked another step in establishing 
the socio-economic policy of individualism, 

The third field in which the development of this policy may 
be traced is that of navigation and commerce. Under the mer. 
cantile system, efforts had been made to regulate the maritime 
trade so as to build up the power of the country by the Navi- 
gation Laws and to stimulate industry by protective tariffs, 
The period from 1820 to 1850 saw a complete eliraination of 
this policy of control. 

It has been pointed out above that the presenting of the 
Merchants’ Petition to Parliament in 1820, which emphatically 
advocated the policy of free trade, was an important milestone 
in the disappearance of the mercantile system."" ‘The Petition 
laid down the principles of unrestricted commercial inter- 
course, The evident necd for an extending market for the 
developing factory sysicm lent credence to the argument that 
commercial restrictions were inadvisable. Jt was becoming 
indubitably apparent that national economy was becoming 
world economy, 

In 1823 the Crown was given the power to establish recipro- 
cal trade by treaty with any country on equal terms and to 





44 While the argument of the Janded Interest, that the Interests of hundlords and 
the general public were one and the same, cartied weight in 1815 (ae seen by the 
Corn Law of that year), this was incietsingly being recognized ag specious reason. 
ing. The balance of the national economy was shifting fiom agriculture to industry 
even as early as the second quarter of the century, and the Anti-Gorn-Law League 
maintained that the welfare of the mass of the people was tied to industry and to 
lower cost of food, rather than to advancing the interests of the relatively fewer 
landowners. Cunningham (op, cit., p, 849) states it thus: “Ihe days, when the ‘Tory 
could pose as the fliend of the people sn their contest with ruthless employers, 
were over, and the Conservatives were astonished and indignant to find themselvex 
denounced as selfish drones in the communities” Nevertheless, one should note, 
for example, that the Factory Act of 1847 was put through by the Conservatives 
against the sharp opposition of the manufacturets, 

45 Te is true that the Eden Treaty with France was prior to this. It is interesting 
to note that this treaty came in 1786, only ten years after Smith's Wealth of Nations, 
asa direct result of Smith's economic theory, inasmuch as it was brought about 
during the premiership of the younger Pitt, who- was one of the firet slatesmen to 
accept Smith's reasoning, 
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refrain from continuing the discriminating duties which were 
imposed on goods imported in foreign ships.” The repeal of 
the Corn Laws, which we have noted occurred in 1846, made 
the outcome of Gladstone’s efforts in removing tariff restric- 
tions a certainty. Tariff revisions were made in 1853 and the 
navigation laws were abolished in 1854. ‘Then finally in 1860 
the number of dutiable articles was reduced to 48 and all other 
protective dutics were repealed,"’ , 

The last step in establishing a social policy of economic indi- 
vidualism had now been taken. Transition from mercantilism 
and regulation to individualism and Jaissez faire had eventu- 
ated in a phenomenally short period of time. Rapid change 
in either the physical or social structure must develop friction 
and heat, and consequently set in motion demands for control. 
The answer was increasing regulations, , This occurrence might 
be said to mark the advent of the third era of the industrial 
development of the nineteenth century, 


Devetopmunr or Recuration , 


By 1850 not only had the abandonment of mercantilism 
become complete, but the reaction against Jaissex faire had 
definitely begun. Economic theory, industrial conditions, and 
political events reinforced cach other in shaping a socio-eco- 
nomic policy differing fundamentally in degree, if not in kind, 
from the economic individualism which had been brought 
about in the carlier part of the nineteenth century. The tre- 
mendous economic change, which occurred in relatively few 
years and which involved overthrow of the deeply rooted, com: 
fortable domestic order by the newly created, painful factory 
system, exacted an unprecedented and unequalled cost in hu- 
man suffering. Expressions of opposition to that cost were 





46 Cunningham, afr cits p. 832. 
4? See A, Birnie, du Economic History of Europe 1760-1930 (New York, 1930), 
p. 76, 
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to be found in the revolutions of 1848, the experiments of 
Robert Owen, the cynicism of Karl Marx, the dreams of 
French Utopians, the humanitarianism of Mill. There were, 
to be sure, spokesmen for individualism who would have 
government follow the path of /assee faire quite relentlessly, 
Prominent apostles of this creed were Malthus, Newmareh, 
and Herbert Spencer. But it became first, and indisputably, 
evident that the breakdown of Jaistez faire could not be ignored, 
or rationalized, in the field of labor, The equality of condi- 
tions, bargaining power, knowledge, and strength which the 
doctrine of Jaissez faire more or less postulated certainly could 
not be said to prevail in the relation of workers to their work 
and their employers, It was in this field that the policy of 
regulation definitely got under way. Two interrelated move- 
ments in the field of labor initiated this policy, One was fac- 
tory regulation; the other was the administration of the poor 
law. 

Although factory regulation was instituted in England early 
in the nineteenth century (the first legislation was the Factory 
Act of 1802), child and female labor which it sought to sup- 
press was not of recent origin, Daniel Defoe in his volumes, 
The Tou Through Great Britain, which were published in 
1724-26, pointed out that “scarce anything above four year old, 
but its hands were sufficient for its own support.” The Act 
of 1802 prescribed that there should be no apprentice work 
“upon any occasion whatever between the hours of nine of 
the clock at night and six of the clock in the morning" and 
fixed twelve hours as the maximum hours of work.’® ‘This 
wAct involved no new principle of regulation or planning inas- 
much as the condition of child labor, made especially deplor- 





8A convenient source for the essential facts of the various Jaws (and the one 
Crom which I shall diay) is Bland, Brown, and Tawney, Select Documents: English 
Eranomit History (London, 1928), passin. 
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able by the factory system, was, of course, connected with the 
apprenticeship system of medieval origin. 

Despite the fact that the Act of 1802 was practically inopera- 
tive, inasmuch as enforcement was in the hands of the local 
Justices of the Peace, it is, nevertheless, important as “marking 
the genesis of the modern system of industrial regulation; it 
served as the thin end of the wedge.” *” It required, however, 
the parliamentary investigation of the Commitice on Children 
in Manufactories and its report in 1816 to focus public attention 
upon factory conditions. Testimony of Robert Owen that he 
had scen boys and girls of three to four ycars of age working 
in factories from three and four o’clock in the morning until 
nine at night was confirmed by the statements of Sir Robert 
Pecl, This investigation brought the Cotton Factory Act, in 
1819, prohibiting children under nine from working in textile 
mills, and forbade anyone under sixteen to work for more 
than twelve hours. Again lack of enforcement prevailed. 

The Report of the Committee on Factory Children’s Labour, 
1831-32, was an exposé of indescribable suffering of factory 
children, Testimony from parents regarding their own chil- 
dren included such statements as: “We have cried often 
when we have given them the little victualling we had to give 
thems we had to shake them, and they have fallen to sleep with 
the victuals in their mouths many times.” "® Needless to say, 
this Report added {uel to the flame of humanitarianism which 
Robert Owen had helped to kindle by his remarkable work at 
New Lamark, which he had begun in 1800. A wave of agi- 
tation for reform gathered momentum and the demand for 
reform did not restrict itself to philanthropists such as Owen 
and Peel but included Oastler, the “Factory King”; Sadler, the 
opponent of Malthus; and Lord Ashley, the Earl of Shattes: 
bury." 





49 Cunningham, of. cite pe 63% 
SO Bland ef ah, op. city pp. s1I~s12. 
ACh. Birnie, afr city pr 20%, 
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The Factory Act of 1833, which followed, was an outstand- 
ing milestone in the socio-economic policy of regulation, It 
prohibited persons under eighteen from working at night in 
textile mills, limited the working day to twelve hours, and 
forbade the labor of children under nine. Jts salient contri- 
bution was that for the first time enforcement was insured by 
the appointment of government agents as factory inspectors. 

This legislation is proof that the principle and policy of 
regulation had become established in England’s national econ- 
omy, That the “principle of cultural lag” could have operated 
so forcefully, could have delayed the action of 1833 so long in 
a country of humanitarianism and statesmanship such as Eng- 
land, will probably always remain an unsolved sociological 
problem.” 

Subsequent laws after 1833 further established regulation in 
the field of Jabor, The Coal Mines Regulation Act, 1842, pro- 
hibited employment of women and children, and boys under 
ten, in mines. The Factory Act of 1844 established the ten- 
hour day for young persons. Other cnactments followed in 
1850 and 1853, The Act of 1867 marked another definite step 
in the establishment of regulation by defining a factory as 
any establishment employing more than fifty persons. Then 
finally, the Act of 1848 codified all factory Jaws.” , 

The second movement in the field of labor that indicates the 
developing socio-economic policy of regulation was that of 
legislation for the care of the poor. Before the nineteenth cen- 





52 Professor Seligman, referring to this, says: "It is difficult for us of the present 
day to form any conception of the fistless indifference of the upper classes and the 
inattention of professed economists in regard to the stibject." (Essays in Beonomies, 
{New York, 1925], pp. 31-32). 

In France, the State in 1813 forbade employment of children in mines, nearly 
30 years before such action was taken in England. ‘Two factors delayed similar 
action in Germany: one was the delay in the establishment of the Empire (1871) 
and the other, Bismarck’s personal dislike for this particular kind of “outside inter. 
ference” in industry, which William JI changed in 1890 after Bismarck was dis 
missed from office. (Cf, Birnie, of, cit. pp. 204206), 

52, P, Cheyney; tudustiad and Soci? History of England, (New York, 194), 
pp. 276-278, | 
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tury no central cantrol was exercised; the gencral principle of 
relief centered around penalty and necd, It brought forth all 
of the evils connected with the farming of the poor to factory 
contractors as well as other forms of maladministration, The 
Report of the Poor Law Commission of 1834 was a landmark 
in the development of poor law administration. It recom- 
mended a Central Board with complete control, The recom- 
mendations were incorporated substantially as submitted in the 
Act of 1834. This statute, together with factory legislation, 
marks the acceptance of the principle and practice of regulation 
throughout the whole field of labor. It should be added that 
the Second Report of Commissioners on the State of Large 
Towns and Populaus Districts, rendered in 1845, called forth 
the first general Public Health Act of 1848 which gave to the 
government extensive regulatory powers over constructions 
for drainage, sewage disposal, water supply, and ventilation, 
The field of labor is indicative of the fact that by the mid- 
point of the nineteenth century the development of regulation 
had reached the stage where it might be said that England had 
entered upon the third cra of industrial development of that 
century, As has been stated above, the reaction against laissez 
Jaire was definitely under way. And in this era the establish. 
tnent of regulation as a dominant socio-economic policy follows 
the same course which earlier in the century brought about the 
establishment of the policy of laissez faire. That course was 
guided by the two basic clements of expediency and humani- 
tarlanism; there is litle, or none, of that planmdéssig sequence 
of events which is so inherent in the more recent industrial 
control of Germany, and the Germanic countries,“ Humani- 
tarianism had caused the development of regulation in the 
field of Jabor in order to alleviate the suffering of those upon 


eel 


4 Such economic control measures and movements as, for example, the Kartell 
gericht and Rationalisiernnysbewegung of Gemany, and kollektivavidlen and 
baredskapsanordningen of Sweden have back of them a social point of view and 
practice differing fundamentally from those of England, (See GC, J, Ratzlaff, The 
Safidinavian Unemployment Relto] Program (Philadelphia, 1934], App, B). 
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whom fell the burden af the transition from the domestic te 
the factory system. 

Certainly one factor that made a methoclical, extensive, and 
continuous advance of economic regulation inexpedient was 
the enormous advance in the efficiency of England’s produc: 
tion which occurred from the middle of the nineteenth century 
onward,” An advance of real income submerged those plans 
and proposals for economic planning and control which were 
of a general or far-reaching character, 

Nevertheless, a striking development of a policy of regulation 
was also evidenced in the communication field, The purchas- 
ing of the telegraph system by the government in 1840 and 
telephone trunk lines in 1897 was, however, with a regulatory, 
rather than a “socialization,” object in view. ; 

The same may be said concerning transportation, The Act 
of 1844 made the running of trains at the fare of one penny a 
mile obligatory. In 1870 local governments were authorized 
to purchase, run, or establish tramways, Then, in 1873, the 
Railway Commission was established in order that supervision 
over rates might be exercised with a view toward the public 
interest. “This,” said Cunningham, “was a remarkable devel- 
opment of state interference; it could no longer he treated as 
exceptional action in order to protect those who were too help: 
less to protect themselves; there was here a definite revolt from 

_ daissez faire, and an assertion of the necessity of controlling the 
“ manner in which business was carricd on, so that there could 
be due regard to public welfare.” ™ 

Finally the development of the policy of economic regula- 





% For example, during 1848-78 coal pracduction and shipbuilding increased fone 
times and annual exports three times; and the years 1852-62 were the most pros 
perous in the history of British Agriculture (Choyney, op, cit, p, 256). Sit Josiah 
Stamp's estimate of the increase in real income during the rgth century is Joo per 
cent, (See Henry Clay, “She Authoritarian Element in Distribution," Meonomic 
Journal, Vol. XXXVU, 1997, pp. 1-18.) 

5° Cunningham, of. cit, p. 822, 

57 Lae, eft, 
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tion may be definitely scen in the whole field of “nnunicipal 
trading.” The variety of enterprises covered is significant in 
indicating the scope of this policy. Gas and water plants, 
steamboats, bath houses, wash houses, slaughter houses, and 
restaurants—all these were included in this widening field of 
activity." 
: ConcLusion 

In the evolution of economic planning, the nineteenth cen- 
turu played an interesting and significant réle. Although 
the period has often been characterized as a planicss one, it 
may as accurately be claimed that no century saw more plan- 
ning. If one accepts Sir Arthur Salter’s definition of economic 
planning—namely, “control in accordance with a general plan” 
ic may very well be contended that the nineteenth century 
added nothing, but rather ie destroyed the “plan” of mercan- 
tilism which it inherited. On the other hand, in the social 
cycle from the cconomic collectivism of mercantilism, through 
the individualism of Jaissez faire, into economic regulation and 
toward the collectivism of the present day, more may be seen 
than merely motion without direction, One may read from 
this cycle the integration of emerging individualism, of eco- 
nomic reasoning, and of broadening humanitarianism with the 
natural and technical forces to produce that which we con- 
veniently designate as the Industrial Revolution, the factory 
system, or capitalism, The guiding of capitalism as a social, 
structure has been Jeft to the principle or practice of expedi- ” 
ency, Given individualism, the choice of methods and meas- 
ures craployed in the production of wealth is left to the decision 
of individuals, Necessarily this means conflict of views and 
‘inequalities of advantages.” 

A second factor in the guiding or controlling of the social 

DRE, C, Howe, “Municipal Ownership in Great Britain,” Bulletin No. 62, Burean 
af Labor, U.S. Dept, af Cammerce aud Labor, January 1906. 


59 In “this sense, the views of both Tawney and Tugwell are valid, ‘The former 
states in his The Acquisitive Society (New York, 1920) that during the greater 
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structure of capitalism has been that of humanitarianism, or 
what the Germans more aptly term, Gemeinsina. It is the 
balance wheel of individualism and expresses itself in regula- 
tion and control of individualism, thereby decreasing conflict, 

The parallel and contemporaneous development of indi- 
vidualism with its expediency, and humanitarianism with its 
control, is an intriguing sociological and economic stucly, With 
the aggressive and rapid development of individualism wrench- 
ing an economic system out by its roots and remaking it as 
rapidly as occurred in the early quarter of the nineteenth cen- 
tury, conflict, inequality, and suffering were inevitable, It was 
equally inevitable that the balance-wheel of humanitarianism 
and control would arise. In the realm of economic thought it 
fell to Mill, among others, to center attention on the desirability 
of control, which is so emphatically expressed in his funda- 
mental proposition that the distribution of wealth is a matter 
of expediency.” Jn the realm of social policy the balance: 
| wheel of humanitarianism expressed itself in the development 
‘of regulation. With the close of the century regulation was 
expanding and government ownership and socialism were 
clearly on the horizon, 
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Parr I 


CONTROL AND PLANNING IN 
PARTICULAR AREAS OF 
ECONOMIC ACTIVITY 


Cuaprer VII 
PLANNING THE USE OF LAND 
(i) 

Land Planning! 

Lewis C, Gray 


Land economics is primarily concerned with the human 
relations arising out of land utilization, Why has this 
vitally important province of economics been so neglected ? 
A partial explanation for the delayed interest in land plan- 
ning may be found in the fact that until the latter part of 
the last century, lind was regarded as a source of exploita- 
tion rather than a resource to be developed and conserved, 

Today, the effect of private use of land upon public policy 
can no longer be ignored; the time has passed when the 
thesis could be defenced that any modification of a laisse 
faire \and policy is contrary to American tradition. Prob- 
lems arising from impoverished agriculture, tenancy, soil 
erosion, depleted mineral resources, from impaired water 
sheds, from the effects of dust storms, or from the gradual 
disappearance of recreational grounds indicate the need for 
a constructive program while there is yet time, 

The National Conservation Commission, established in 
1908, was one of the earliest measures which attempted to 
formulate a public policy with regard to land. Within 
recent years the effects of floods, droughts, and dust storms 
have helped to center attention upon the need for conserva 
tion, and have clearly shown that one generation may 
easily impair the welfare of generations to come, Nature's 


1 Repnted from Prdlic Poly Pamphlet No. 19, University of Chicago Press, 
Chicago, 1936, by permission of Dr. Gray and of Professor Gordon C. Laing and 
Professor Harry D. Gideonse, 
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silent work of a thousand yeas may be undermined hy 
man’s improvident handiwork in less time than it takes to 
relate, It is certainly no exaggetation to claim that “a per 
manent consciousness must be developed on a nationwide 
scale with a firm resolve to do everything possible to restore 
or at least approach a national rate of change or balance 


between feiulity, production and consumption.” * -L, M. 


Tre Princieirs or Lanp PLannine® 


me Amurican people are developing a new and deeper in- 
plea in planning as the recent turn of events has revealed 
the tragedy of leaving many important business decisions Lo be 
made without considering public welfare. But planning is not 
a new practice; it has long been recognized as a necessary part 
of our social procedure, Individuals have planned as long as 
they have becn confronted with the problems of living. Simi- 
larly, business men have always planned for their own concerns 
—in fact, modern business and industrial planning is undoubt- 
edly planning of the most complex form found in this country. 
Nor is planning in and by governments a novelty, Certain 
functions of government are conducted upon a basis of plan 
ning very similar to that used by modern business, This is 
probably the essence of the plea for business in government 
—to make governmental functions more systematic, better 
planned. 

But there has also developed another type of planning in this 
country which proceeds by subjecting certain critical points in 
business activity to public regulation. Other phases of business 
management are left to the discretion of individual business 





2 Quincy GC. Ayres, So Evosion and tis Control (p. 2), McGray-Till Book 
Company, New York, 1936. 

4 "This section deals lugely with the broader aspects of land-use planning, "The 
subject might also be discussed from the point of view of planning for the use of 
specific aieas of fand. An example of the Jatter type of ueatment is Zand Use in 
Noithern Minnesota, by O. B. Jesness and R, I. Nowell (University of Minnesota 
Press, Minneapolis, 1935). 
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men or to corporations. Public planning of this sort may take 
the form of laying down certain standards of service, rules for 
trade practices, terms of doing business, hours, or wages, but 
the essential point in this procedure is that private activity is 
curbed at certain points where unrestrained private effort may 
impair the interest or welfare of the general public. The 
genius of this type of planning consists in the selection of the 
minimum of strategic points in business activity, to be subject 
to public control, which will safeguard the public interest. The 
necessary control may require public ownership; yet the inten- 
tion of this type of direction is to permit the greatest latitude 
of private determination and judgment which is consistent 
with the protection of public welfare. It is in this sense that 
“planning” constitutes an attempt of the American people to 
find an intermediate ground between /aissez-[aire capitalism 
and socialism. 

Planning is a complex concept. In its structural aspects it 
involves the coérdination and synchronization of subordinate 
fields of activity, Thus, national planning requires the codrdi- 
nation. of industrial planning, fiscal planning, land planning, 
and planning in numerous other fields. Land planning in turn 
involves the integration of a great varicty of separate ficlds of 
planning or directive effort, Thus, an adequate program of 
public forests is an essential phase of a well-rounded national 
land plan; but the selection of arcas for public forests should 
be made with due reference to other possible uses of land, such 
as grazing, as well as with reference to other factors, such as 
local institutional pattern, the pattern of local government, and 
the local revenue system, If the selection of lands for public 
forests is made merely with a view to the cheapness of the land, 
the character of the cover, and the adaptability to forest growth, 
other essential considerations in an adequate land-use plan may 
be sacrificed. A policy for regrouping population, such as the 
Subsistence Homestead policy and the larger program for shift- 
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ing stranded populations, should be closely integrated with 
plans for the location and development of forests and the 
removal of poor land from cultivation, and should give con- 
sideration to the existing institutional pattern. 

Asa functional concept, planning has several different mean- 
ings. It may include the determination of policy, the defini- 
tion of objectives, or the selection of procedures. Any one of 
these steps may be approached in a variety of ways. For pur- 
poses of this discussion a distinction will be drawn between 
two different pracedures only. Granted a statement of policy, 
and assuming that the objectives have been worked out, there 
still remains a choice of method as to how the objective should 
be approached. One method may be termed engineeting, 
where the objective is approached in a dircet, undeviating 
route, In this type of approach a blueprint of detailed steps 
is possible, Questions of authority or jurisdiction do not arise, 
because all of these matters have becn solved at the outset by 
securing full control, In government planning this means, 
essentially, government ownership. 

Another method of procedure may be termed political or 
democratic. Once the objective has been determined under 
some particular policy, the steps in attaining that objective 
may be taken indirectly. This may be accomplished by the 
enactment of legislation to create a situation where persons 
will voluntarily choose to do the thing desired. Perhaps under 
legislative authority some government agency will, in certain 
specific areas, take steps which create an opportunity for the 
individual, wherein he will likely choose to act along fines 
leading toward the gencral objective, Here two features arc 
distinct: (r) social goals are achieved by a series of individual 
choices, voluntarily made; and (2) the process is continually 
subjected to check by the people through democratic legislative 
processes. . 

Finally, all of the decisions on the complex problentd dé plan- 
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ning in this country must be made within the authority of the 
constitutional powers of the various governments, and with 
due regard to the proper sphere of the national, state, and local 
governments. Hence, persons responsible for the formulation 
of policy, and for the direction of the planning processes, must 
keep within definite lincs of authority. However, the final, 
exact limit of this authority is a judicial question, about which 
social planners can only hazard a guess when embarking upon 
some new venture, By a process of trial and error these limits 
will be gradually determined. 

Land planning, then, as an instance of social planning, must 
be carried on with due regard to the complexities of the plan- 
ning process, and with full realization of the implications of 
certain basie concepts, Land planning is at once a part of the 
larger whole social planning, and is a composite of a great 
number of subordinate, even though vast, fields of planning 
for particular phases of land use. Planning with reference to 
land has, then, a distinct history, particular Jines of procedures, 
and specific problems with which to cope. 

Ty may be said that we have always had some sort of plan 
for the land, for land policy was one of the major considera- 
tions of early legislation. This early land planning, however, 
may be termed land-disposal planning as against land-use plan. 
ning, since, in the carly phases of our national history, we acted 
upon the principle that once all land was in private ownership 
it would be wisely used. It required the impoverishment of 
agriculture and rural life in numerous areas, the threat of ex- 
haustion of mineral resources and timber, the inroads of ero- 
sion, the disappearance of natural recreational grounds, the 
impairment of watersheds, and even dust storms to make us 
conscious of the necessity for wiser planning of the uses of land. 

Land-use planning, as currently conceived, does not involve 
the attempt to plan af the uses of ail the land. This is neithér 
desired riot needed, But an attempt is being made to deal 
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with a few of the more pressing and better understood prob- 
lems of land use, About these we have sufficient knowledge 
and understanding to make a start. We know, for example, the 
approximate rate of forest consumption and forest growth, and 
that certain positive sleps must be taken o insure a reasonably 
adequate supply of forest products. Soil engineers have meas- 
ures sufficiently accurate to calculate what untiestrained crosion 
losses, characteristic of our recent past, mean in terms of future 
soil depletion. We know, approximately, those regions where 
families haven’t a ghost of a chance to succeed at farming. At 
this stage of land planning we are attempting to deal with 
those problems which are definitely established and fairly well 
analyzed, and to take measures to prevent the degeneration of 
other regions to such a level of hopelessness. 

In the adoption of either corrective or preventive measures, 
the details of which will be discussed later, no single factor is 
of greater significance than private properly in land, The 
laws of real property arc of long standing, backed by powerful 
precedents, The development of this branch of law reflects 
the long struggle to make land freely alienable, an object of 
purchase and sale, with which a man might do as he wished, 
To be sure, the state did not relinquish all control over the 
land or interest therein; the state retained the power to tax, 
the police power, and the power of eminent domain, Land 
planning, however, must proceed within the limitations of 
these powers in so far as it is necessary to direct the use of 
privately owned land. The limitations of the regulative powers 
of taxation and the police power as means of controlling Jand 
use are so serious that public purchase may be prerequisite to 
effective control in solving the more serious problems, 

Within this framework of general problems and policies, 
land planning is gradually emerging as a significant social 
force, We have made some progress in planning in separate 
fields of activity, and in the integration of certain closely related 
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horizons, but there is danger that the planning movement will 
become bogged down by an attempt to make it at once logi- 
cally all-inclusive. At best we can hope for only a rough-and- 
ready codrdination as we go forward on the several fronts, In 
fact, a number of the subhorizons which must constitute essen- 
tial segments in the general horizon of land planning are them- 
selves in process of achieving a greater degree of coherence. 
Moreover, land planning is the application, more or less, of 
well-defined policies. It must change in scope and character 
as policies change; it is, therefore, dynamic, not static. It is 
the process of intelligent adjustment of the uses of land to the 
gradually changing conceptions of social well-being, rather 
than the making of a pattern good for all time. 


Pasr Lanp Pouicnis 


The point of departure in considering past land policies may 
be taken in the inchoate period when national land policy was 
shaped almost entircly by the forces of individualism. The 
long battle between the greed of speculative capitalism and the 
land hunger of the frontiersmen in the shaping of our carlier 
land policies need nat be recounted. Both were dominated by 
the all-impelling motives of individualistic sclf-advancement. 
While the frontier interest. gradually forced substantial conces- 
sions to its requirements, culminating in the Homestead Act 
of 1862, the professional land speculator continued to be favored 
by Federal land policies until the substantial reforms af 1891. 
By that time so large a proportion of the more desirable lands 
were in private ownership that the Federal government had 
largely lost its opportunity to influence the utilization of land 
from the peculiarly favorable position of public proprietorship. 
The land speculator was no longer dependent largely on public 
policy. 

If, in the long period prior to the beginning of the twenticth 
century, the question of the general welfare was raised in the 
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shaping of national land policy, it was usally answered with 
the easy formula of the /aissez-faire philosophy-—that the opera 
tion of individual self-interest through private proprictorship 
would bring about maximum production of wealth, its satis- 
factory distribution, sound methods of land utilization, and a 
wholesome community life. It is true that land speculation, 
particularly professional speculation, was deplored, but little 
was done to check it. Here and there a protest was raised. 
against the Jaissez-faire doctrine as applied to land. George 
Henry Evans, in the ‘forties, recognized that the homestead 
system alone would not insure a democratic system of land 
tenure, Accordingly he brought forward the proposal of the 
inalienability of the homestead, a doctrine which had little 
influence except in the homestead-exemption laws, particularly 
of Texas. In the last three decades of the century Henry 
George in strident tones called attention to the tendencies 
toward concentration of ownership, but his proposed panacea 
was too one-sided and unrealistic to influence profoundly the 
course of public-land policy. 

Until the recent activities of the New Deal adiministration, 
the most outstanding modifications in the Federal land policy 
have applicd largely to nonagricultural lands. ‘These new poli- 
cies were mainly the outgrowth of the conservation movement, 
born during the first decade of the present century. It was a 
product of the prevailing optimistic outlook regarding popula- 
tion growth, the growing recognition (somewhat exaggerated) 
of the limited remaining supply of timber and minerals, and 
the dissatisfaction of the embryonic liberalism of that time with 
the unequal distribution of wealth as promoted by our Jaistex- 
faire land policies applicable to timber and mineral lands. 

Fortunately, it led to the reservation of 160 million acres of 
public land in the West for administration as national forests, 
the setting aside of certain areas of unusual scenic, scientific, 
or historical interest as national parks and monuments, and the 
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reservation of certain areas in the public domain particularly 
adapted to game management. 

The Weeks Act of 1g11 authorized the acquisition of forest 
lands to protect the headwaters of navigable strcams, and. the 
Clark-McNary Act authorized the Federal purchase of land for 
timber production, but until the advent of the New Deal these 
policics had been applied on so small a scale that less than 
5 million acres had been purchased. A number of states have 
adopted policies to reorganize timber lands for public forests 
and parks, and several states have made considerable progress 
in this reorganization. 

While there had been noticeable progress in the evolution 
of general-welfare policies for nonagricultural land before the 
advent of the New Deal, there had, in fact, been no decided 
change in the agricultural-land policy of the nation. The dry- 
land homestend acts were merely a belated and inadequate 
adjustment of the homestead principle to meet semiarid con- 
ditions, The 64o-acre Act made a gesture toward land classi- 
fication, but it operated more to prevent homesteaders under 
the act {tom acquiring arable lands, and to restrict them to 
lands suitable for grazing, than to protect them against settling 
on units wholly unsuited to maintaining a sufficient standard 
of living. The Federal reclamation program, launched in 
1902, Was conceived merely as a means of extending the oppor- 
tunities of homesteading to lands too arid for cultivation. It 
received special emphasis under the then dominant neo-Mal- 
thusianism, and the conviction that the rapid increase of the 
nation’s population would continue indefinitely. It was soon 
modified, however, to apply also to lands in private ownership, 
and under the impelling urge of the land speculator, the cham- 
ber of commerce, and the railways, it frequently became more 
local than national in aim and character. Behind a thin cam- 
ouflage of nationalistic argument, it operated all too frequently 
to benefit land speculators and other private interests to a 
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greater extent than farmers, While creating a number of 
weslerh communities which would not otherwise have existed, 
in many of them it saddled the settlers with an impossible 
burden of debt. Until recently, likewise, policies on Indian 
lands have been shaped largely in accordance with the domi- 
nant principle of individual profit—all too frequently to the 
white man’s profit. The same pressure of individualistic in- 
terests led to the steady refusal of the Federal government to 
develop a constructive policy of land use for the unallotted and 
unreserved public domain. 

However, there has recently been a strong conviction in both 
the Department of Agriculture and the Department of the 
Interior that the public domain should be retained in Federal 
ownership, and should be administered with due reference to 
the conservation of the forage, watershed protection, and the 
stabilization of the range industry, It is also a widely held 
conviction that the homestead policy, as now operative, is, and 
has been for some time, seriously detrimental, as well as incon- 
sistent with the new policies, and that it should be restricted 
in application to lands physically and economically adapted to 
arable agriculture—a restriction which would make it virtually 
nonoperative, The policy of encouraging the settlement of 
people on submarginal lands in the public domains through 
the homestead acts is clearly inconsistent with the new policy 
of retiring poor agricultural lands, and inconsistent as well 
with the agricultural adjustment policies, 


Recanr Acrivirigs ww Lanp PLannine 


Interest in land-use problems was stimulated by the long 
period of agricultural distress in the twentics. This interest 
culminated in the calling, by Secretary of Agriculture Arthur 
M. Hyde, of a National Conference on Land Utilization, in 
Chicago in November, 1931. This conference adopted a series 
of recommendations on many phases of land-use policy, some 
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of which are today the basis of Fedeial land-program activities, 
In addition, a National Land Use Planning Committee, con- 
sisting of representatives of Federal bureaus concerned with 
land-use problems and of land-grant colleges, and a National 
Advisory and Legislative Committee on Land Use, whose 
membership was drawn [rom agricultural, forestry, and busi- 
ness organizations, were recommended, together with a state- 
ment as to the panel of these groups. 

These groups were created in 1932, and they made a number 
of significant reports on special land-use problems, including 
that of the desirable extent of the public-land acquisition. 
Following the appointment of the National Planning Board 
of the Public Works Administration in 1933, these former 
committees were dissolved, and some land-planning functions 
were assumed by the Planning Board. On June 30, 1934, the 
President established the National Resources Board as successor 
to the National Planning Board. 

The first task of the Resources Board was to prepare a report 
on land and water resources, to be ready by December 1, 1934. 
Three technical subcommittces—on land, water, and mineral 
planning—assumed the immediate responsibility for prepar- 
ing the report. To assist the land-planning committee, the 
National Resources Board provided state and regional land 
consultants, The National Resources Board has since been 
supplanted by the National Resources Committee, The land- 
planning committee has been continued, as have the land- 
planning specialists in the several states. In addition, the 
National Resources Committee has undertaken a survey of 
all current land-research and land-purchase plans. This is 
essential to the achievement of a broadly codrdinated and inte- 
grated program of land-use planning. 

Interest in land planning grew out of economic maladjust- 
ments in agriculture and other major land-using industries, 
and resulted in the calling of a national conference and the 
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creation of a Land Use Planning Committee as carly as 193%. 
The work of the national administration under the New Deal 
was an outgrowth of this carlier effort. However, land plan. 
ning has received greater cmphasis and stppott since 1932 than 
ever before in the history of the country. 

Three major clements in the New Deal's land policy and 
planning work deseive special comment: the ‘Taylor Grazing 
Act, the inventory of national resources by the Nauonal Re- 
sources Board,’ and the Federal land program. 

The Taylor Grazing Act, passed in 934, reversed the policy 
of 150 years toward the scttlement of the public domain. Fol- 
lowing a period of several years of educational work, the pas- 
sage of this act implied a recognition of the fact that the areas 
of good farm land in the public domain were practically ex- 
hausted, and that furthe: homesteading of these lands could 
not be encouraged if proper consideration were given to the 
failures which such settlement would most likely entail. The 
whole of the public domain was closed to further settlement, 
pending a complete examination and classification of all avail- 
able lands to determine what their best use might be, It is 
intended that all lands which do not qualify for agricultural 
occupation or some higher form of use will be organized inta 
grazing districts, so that they may be utilized to their best 
advantage, and at the same time be subject to control sufficient 
to conserve the grass cover. 

The land report of the National Resources Board * is signifi- 
cant for both the content of the report and the method of 
preparation, In content, it was essentially a national plan for 
use of land resources. This phase will be treated separately in 
the next section. In method, the report marks a milestone in 
the progress of land planning. 

The contributions to the report of twelve bureaus or agencies 





4 Later designated as the National Resowices Committers. 
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of the Federal government were a distinct achievement in 
codperation and codrdination, This is, in itself, a definite 
advance in planning technique. However, the working rela- 
tionship between Federal, state, and local organization may 
have even greater significance for the future of land planning. 

The procedure used in compiling the report is significant in 
that it represents a clear recognition of certain basic principles 
which must be observed if land planning is to be effectively 
developed in this country. It must be land planning from 
“the ground up,” it must include devices for receiving and 
codrdinating the judgment of persons who know local areas in 
an intimate way, and, finally, it must have the support of the 
people nearest the soil, The function of a Federal planning 
agency is, then, to harmonize and integrate the recommenda- 
uons of local and state representatives, to search out the impli- 
cations for and to formulate Federal policy. 


‘Towarp A Lanp Pian 


The report of the Land Planning Committce of the National 
Resources Board is essentially a plan for the use of the land. It 
is a plan in the sense of setting forth the objectives of a reason- 
able land-use program, rather than a detailed outline of the 
procedure to be followed in attaining those objectives, How- 
ever, considerable attention is given to various methods of 
handling the problems involved in land-use adjustments. In- 
asmuch. as this report represents one of the major efforts at land 
planning in this country, it seems advisable to outline briefly 
the organization, staff, and personnel involved, and the con- 
clusions which resulted: 

Before the preparation of a report for the National Resources 
Board on land utilization and policy was authorized, the Land 
Policy Section of the Agricultural Adjustment Administration, 
together with the Division of Land Economics of the Bureau 
of Agricultural Economics, had been working for some time 
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preparing a seport on agricultural-land policy. These two 
organizations gave to the comprehensive task both their per- 
sonnel and accumulated experience. 

The first task was to cxamine hasic conditions which might 
influence future land requirements. The outlook for popula- 
tion, from both the standpoint of the nation as a whole and 
that of the different states, was assigned to the Scripps Founde- 
tion for Population Research, The outlook for industry in its 
relation to land use and land policies was undertaken by the 
section of the Agricultural Adjustment Administration which 
deals with the relation of industry to agriculture. The outlook 
for mechanization in agriculture was undertaken by the Bureau 
of Agricultural Engincering, 

The second section of the report pertains to land require. 
ments for the various major uscs. Flere estimates were made 
of the land requirements of agriculture, grazing, pasture, for- 
estry, wild life, recreation, and other major uses, Tor the agri- 
cultural portion of this section, an outline of the trends in 
consumption of vatious types of farm products was prepared 
by the Division of Land Economics in conjunction with the 
Division of Production Planning of the Agricultural Acijust- 
ment Administration. An analysis of the agricultural outlook 
with reference to foreign trade was undertaken by another sec- 
tion of the Agricultural Adjustment Administration. ‘Trends 
in production efficiency were analyzed by the Division of Land 
Economics, the outlook for pasture requirements and resources 
by the Grazing Division of the Forest Service, 

A map of itrigable lands, classified by ranges of cost, was 
prepared by the Burcau of Agricultural Enginecring, and a 
study was made of the potential drainable lands of the United 
States, and of forest lands which might be available for agri- 
culture after clearing. 

Naturally, the Forest Service made the estimate of forest land 
requirements, and the National Park Service of the require. 
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ments for reercation. ‘The latter study took into account not 
only the requirements for national parks, but for all types of 
outdoor recreation whether under local, state, or national 
administration, Likewise, the Biological Survey prepared a 
statement of the lands needed and available for wild life from 
the broad standpoint of the country as a whole, 

The third section of the report pertains to local maladjust- 
ments in land use, and the policies needed for correcting them. 
In approaching this question, there appeared to be a great necd 
of more adequate data as to the location of problem areas in 
the country. The land-planning consultants undertook to get 
from local sources as good a picture as possible of these areas 
and their approximate boundaries. In the very short time 
available, these men could not undertake a field survey, but 
they did get the available material from the state agricultural 
colleges, the experiment stations, the state conservation boards, 
and various other sources, Although these judgment results 
will have to be refined Jater, the picture they now present is 
very much better than would have been the case if an attempt 
had been made to set it up in Washington without getting local 
information. ‘This procedure, furthermore, appears to have 
been generally justified by the interest that it has stimulated 
in agricultural colleges and in experiment stations in this most 
important land-planning work, 


Somr Magor Facrors Inrivencina Lanp Ruqumemen'rs 


The unprecedented growth in population of the United 
States, from approximately four million people along the At 
lantic seaboard in 1790 to the one hundred and twenty-three 
million spread across the continent today, and the expectation 
that this increase will continue, has been an essential clement 
in our national calculations and policies. The cxtraordinary 
growth in industry, commerce, and agriculture has been stimu- 
lated by this growth in population. Both immigration from 
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abroad and birth-rate of the resident population of the United 
States have influenced the phenomenal expansion in numbers 
of American people, 

Since the World War we have entered on a policy af immi- 
gration restriction. ‘The net increase clue to immigration under 
the quota law, which went into effect on July 1, 1924, averaged 
very close to 250,000 annually up to 1929. With the depres. 
sion and administrative restrictions, the net immigration de- 
clined to 100,000 in 1930; then, from 1931 to the present, with 
the severe unemployment prevailing in this country, the num. 
ber of persons leaving the United States to make their homes 
elsewhere has exceeded the number of those who have come 
to make their homes here. It is probable that immigration 
restrictions will continue, and that our population will increase 
very little, if at all, from that source, 

More important as a factor affecting fuwure population is 
the birth-rate, which was high in this nation in the past, popu- 
lation doubling every quarter-century up to the Civil War. 
The decline in the birth-rate, however, began as carly as 1820, 
and has been rather constantly declining ever since. In spite 
of the decline, however, the actual number of births continued 
to increase for a century after the decline in the rate. This 
increase in births was duc to the increase in the number of 
women of child-bearing age, For the years 1922-29 there was 
an average of 50,000 fewer hirths each year; from 1930~3q births 
averaged 100,000 less cach year, The effect of this decline in 
the birth-tate has already shown its effect by the decreasing 
enrollment in the lower graces of the public schools, 

The outlook for a continued decline in the birth-rate seems 
quite clear. There is, however, uncertainty with respect to the 
rate of decline, Several factors affect the birth-rate; the first 
may be called the rural-urban factor. The birth-rate of the 
farm population is about twice that found in cities having over 
190,000 population, These larger cities would have to have a 
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birth-rate 30 to 35 per cent greater than at present to maintain 
their population, The inercase in the farm population, on the 
other hand, is great enough to provide a surplus of 4o to 50 
per cent over the number required to maintain the present 
population on farms, 

Owing to this difference in rural and urban birth-rates, the 
rate of migration of population from the farms and rural vil- 
lages is an important influence on the birth-rate. The birth- 
rate of rural families who have migrated to the cities tends to 
be reduced to uban levels, If, therefore, the migration to the 
cities should again occur ta the extent that it did during 1920- 
30, there would be a larger proportion of the population with 
a low birth-rate than if migration were not on such a scale, 
The city population also has a higher death-rate, and in this 
way the increase in migration to the cities would tend to reduce 
population. 

A third factor, in addition to the rural-urban birth-rate and 
migration between country and city, is the social or economic 
status of the families, Families of professional men have, on 
the average, fewer children than business men, business men 
fewer than skilled laborers, and skilled laborers fewer than 
unskilled laborers, Unskilled laborers have about one-fourth 
more children than the same number of families of skilled 
laborers; skilled laborers have one-quarter to one-third more 
than those of business men; and the families of business men 
5 lo ro per cent more than those of professional men. 

These factors must be taken into account, and assumptions 
must be made with respect to them if a forecast of population 
is to be made. ‘T'wo estimates of future population were made 
for the National Resources Board Report. One was made on 
the assumption that there would be no net migration from 
country to city or between states; the second assumption was 
that these movements would be the same as for the decade 
1920-30, Other assumptions underlying these estimates are: 
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(x) that the birth-rate in 1960 will he about 7o per cent of t 
birth-rate of 1930; (2) that five years will be added to & 
average length of life; and (3) that there will be no inerea 
from foreign immigration. 

If these assumptions are fulfilled, by ig6o the populatic 
will be growing very slowly; indeed, the increase in the decad 
1930 to 1960 will be but little greater than the increase whic 
occurred between 1920 and r930. The peak of papulation w: 
be reached soon after 1960. The subsequent decline will n 
be great at first. ‘The prospects are that the population wi 
remain within 15 per cent of the present population for (went 
five to fifty years. 

If migration to the citics were resumed, there would be 
considerable increase in urban population, and a slight decrea: 
in farm population, On the other hand, if rural-urban mign 
tion is not resumed, the farm population will increase by & 
per cent, 


The industrial outlook and land utilisation 


Our future land policies, particularly those with respect t 
agricultural land, are related nat only to the outlook for pop 
lation growth, but to the industrial outlook, Unemploymer 
in industry suspends the flow of surplus farm population 
other employments, and to some extent stimulates migratio. 
from city to country, The agricultural situation is aggravate: 
by a reduction in real farm income, an increase in the aggre 
gale farm output, the lessening of urban requirements for fare 
products, and a weakening in the effective demand for farn 
products, The industrial outlook will obviously affect th 
extent and character of land requirements, and will affect th 
policies to be followed with respect to land tenure and setile 
ment. 

That a very great industrial expansion is possible is eviden 
when it is realized that current industrial production is muct 


LEWIS G GRAY 147 


less than that for 1929, or even that for the years 1923-25. 
Greater industrial activity, if it could be attained, would ma- 
terially increase urban demand for agricultural products; this 
would justify a larger acreage of agricultural land in produc- 
tion, and at the same time would drain off some of the rural 
people for work in the cities, 

However, it is by no means clear how this increased indus- 
trial activity might be brought about. For the next few years 
it appears doubtful that activity will increase to the point where 
the surplus population from the farms will be absorbed in other 
industries, or that a greatly increased demand for agricultural 
products will be realized, 


Changes in dict 


The land required for agricultural use will be affected by 
the per capita consumption of agricultural products, There 
have been several outstanding changes in the diet of the Amer- 
ican people during the present century, the one having the 
greatest effect on land utilization being the decline in the per 
capita consumption of cereals, The greatest consumption de- 
cline has been that of wheat flour and cornmeal. If the per 
capita consumption of cereals were as great today as in 1900, 
20 million more acres would be needed to provide for the pres- 
snt population, About xg acre of crop land is required per 
person to feed the people of the United States. This is about 
the same amount as would be required to produce the food 
rxecessary for the “adequate diet at moderate cost” suggested 
oy the investigators of the Burcau of Home Economics, Many 
dersons consume the food produced on more than this number 
of acres, and many consume less, A “liberal diet” suggested 
oy the same investigators would require 2.3 acres per person, 
a one-fifth more land per person. In addition to this, people 
af the United States consume nonfood products from 0.2 acre, 
ind work stock consumes the feed from about 0.4 acre of crop 
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land, The total is very close to 244 acres per person. There 
are no decided trends in food or fiber consumption habits now 
apparent which indicate that this requirement will be mate 
rially changed in the near future. 


Exports and land use 


Approximately one-sixth of the harvested crop land of the 
country was required to produce the exports of agricultural 
products during the five-year period from 1925 to 1930, Nearly 
one-half (47 per cent) was used in the production of wheat, 

The acreage required to produce the net exports of agri- 
cultural products reached a peak about the beginning of the 
century, and then declined. Stimulated by the World War, 
another peak was reached in r92t-22, with a decline to less 
than 4o million acres registered in 1932-33, It is estimated 
that 80 million acres were required to produce the exports for 
1922. 

The reduction of trade barriers and recovery from the recent 
business depression should afford possibilities for increased 
exports. However, competition from Canada, Argentina, and 
Australia, countries which have developed more recently than 
the United States, is likely to be somewhat more important in 
affecting the export possibilities of our agricultural products in 
the future than in the past. Another new factor which will 
affect our future outlook for exports is the population prospect 
of the countries of northwestern Europe. Those countries are 
the ones which take the greater bulk of our agricultural exports, 
As is true in this country, they are witnessing a rapid decline in 
their birth-rates. The British Isles, France, and the Scandina- 
vian countries are now practically at the point of maximum 
population, With decreased population growth, the only hope 
for increased consumption in the countries of Europe to which 
our agricultural exports go lies in the possibilities of increased 
per capita consumption, Of all the factors affecting the pro- 
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spective need for land in this country, the influences of exports 
are most uncertain and difficult to appraise. 


The prospects for increased productivity in the use of land. 


Increasing the acre yield of our more important crops, and 
increasing the carrying capacity of pasture, are two possibilities 
which may greatly influence land requirements. Judged by 
past changes in yiclds, no notable increase in production per 
acre is to be expected. The yield per acre of the two principal 
grains have shown no tendency since 1866 to increase for the 
period for which yields are available. The same can be said 
of tame hay since 1900; likewise of cotton, While during the 
period 1915 to 1930 there was a cycle of low yields which may 
be attributed principally to the boll weevil, the yields during 
the last four years have increased to equal the trend prior to 
the boll weevil infestation, 

Acre yields may be increased through the use of fertilizer, 
better tillage, reduction of losses due to insects and disease, and 
improved seed, These factors have been at work in the past, 
but not enough in the principal crops to offsct the factors tend- 
ing to decrease yiclds—principally soil erosion and other forms 
of soil depletion which will be cliscussed later, 

The production of animal food products requires about two- 
thirds of the total crop land for our food production. This 
fact is sufficient to show that the efficiency with which animals 
convert feed into livestock products will greatly affect the need 
for land, Improvements in breeding, the culling of inferior 
producers, and more scientific rationing of animals have re- 
duced, and are likely to reduce further, the acreage necessary 
to produce a unit of our animal foodswufts. 

Another way in which the acres needed for agricultural 
products may be increased or decreased is by substituting more 
intensive crops for less intensive crops, or vice versa. Substi- 
tuting, for instance, corn for hay, or vegetables for corn, will 
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furnish more food and feed per acre, In order to check severe 
losses of soil from erosion or other causes, shifting considerable 
land from intensive crops, such as carn or colton, lo less inten 
sive uses, such as meadows or pasture, is likely to be required. 
Balancing the tendency of the various factors affecting the 
productivity of crop Jand and arable pasture, the indications 
are that there will probably be no great change in the average 
yield per acre of our arable land. With respect to our range 
land and nonarable pasture, however, it is probable that the 
productivity has been diminishing, Liule has been done so 
far to improve pastures, Experimental work has been carried 
on, and a few demonstrations of pasture improvement have 
been made, but fertilization and improved practices have not 
been widely adopted, ‘The possibilities here are very great. 


The need for reduction in crap land 


The preceding discussion, although not exhaustive, is in- 
tended to show the complexity and uncertainty of the factors 
affecting our necd of land for aguicultural production. "Taking 
all of these into consideration, what is the probable acreage 
of land needed for crop production—do we need more of Less 
land in crops? Without a very decided improvement in bath 
domestic and foreign demand for agricultural products, the 
Prospects are that it will be necessary ta decrease the acreage of 
crop land harvested for the next few years. By 1945 the pras- 
pect is that we will need an acreage equal to that of the present, 
and by 1960 it will probably be necessary to add a considerable 
acreage. In 1929 there were 359 million acres of land from 
which crops were haivested. Land needed to produce the 
crops for domestic consumption and export in 1yqo is esti- 
mated to lie in the range of from 348 million to 354 million 
acres, and in 1960 from 344 million to 386 million acres. The 
minimum and maximum figures are given because of the many 
uncertain factors, especially the uncertain prospects for export. 
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The minimum figuses are those likely to prevail if there is no 
improvement in the underlying conditions. The maximum 
figures are quite definitely within the range of possibility. 


Lanp Nurpep ror Parricuar Uses 


Agricultural land resources 


Our agricultural land resources are ample for even the maxi- 
mum acreage of crops which now appears likely. Of the x 
billion, goo million acres of land in the United States, slightly 
more than one-half (987 million acres) is in farms, and slightly 
more than one-fifth (413 million acres) is in crop land, includ- 
ing land on which crops have failed, and crop land lying idle 
or fallow. 

The quality of our land is of greater significance than the 
extent. The best land is, in general, selected for crop produc- 
tion, The Soil Survey of the Federal Bureau of Chemistry and 
Soils has been engaged for years, in codperation with the agri- 
cultural experiment stations, in classifying the soils. Recently 
they have developed a system of grading the soil types accord- 
ing to their natural productivity. The late Dr. Curtis F. Mar- 
but has made an cstimate of the amount of land falling into 
five grades of natural productivity, According to this esti- 
mate, § per cent of the land area, ror million acres, has grade 
t soil, the most fertile soil; approximately one-tenth of the 
area, 2rx million acres, consists of grade 2 soil; slightly less 
than one-fifth of the land falls within each of the grades 3 and 
4; and nearly one-half, 46 per cent, falls in grade 5, Grade 5 is 
land which, under its present condition, cannot be used for 
crop production with ordinary methods. The present acreage 
of all crop land exceeds the area of grade x and grade 2 land, 
and those two grades are probably largely devoted to crop pro- 
duction or in rotation with pasture, Some of the crop land 
must of necessity be on grade 3 land, and a small part on 
grade 4 land, 
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Although there is little Jand of the best grades not utilized 
for crop production, it is estimated that there are x00 million 
acres of Jand not now in farms which, if they were drained, 
irrigated, or cleared of stumps, would be superior to some of 
the poorer land now in crop production, Thus, there is ample 
land to provide for the inercase in crop land needed, and some 
to replace the poorest land now in cultivation. ; 

It is probable that the 55 million acres of new crop kand 
which it is estimated will be needed by 1960 will be distributed 
approximately as follows: 3 million acres will be irrigated; 
10 million acres will be drained; another ro million acres will 
be cleared, but will not require drainage; and the remaining 
32 inillion acres will be taken from land which is now plow. 
able pasture. This acreage of plowable pasture is no larger 
than the acreage which was plowed up for crops in the decade 
betwecn 1920 and 1930. 

There will also be a reverse shift of some of the poorer and 
some of the croding crop land to pasture land, Any loss in 
sustenance by the decline in the acres of pasture land could be 
more than offset by pasture improvement, ‘The existing land 
resources for crop and livestock production are ample for the 
prospective {ucure population. ‘The depletion af these resources 
and their future maintenance will be discussed later, 


Forest land requirements 


That forest land provides lumber, pulpwood, firewood, and 
other timber products is commonly realized; the fact that for- 
est land provides other services, and that over considerable 
areas these other services are much more important than the 
production of timber, is not so widely recognized, Forests pro- 
tect soils on sieep slopes from erosion, equalize the flow of 
streams and the supply of ground water, protect human habita- 
tions to a considerable extent from the effects of severe wind, 
heat, and cold, and are, further, the homes of much of our wild 
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life. Hach year because of their attractions more and more 
persons are finding rest and recreation in the forests. These 
services of forest land cannot be measured in monetary terms. 
They must be considered in making provision for future 
requirements of forest land. 

The amount of timber products consumed is influenced by 
the available supply. Many countries with relatively high 
planes of living use much less timber than the United States, 
while other countries with more abundant supplies of timber 
products consume considerably more. The future consump- 
tion of forest products will depend, then, on the amount of 
land available and the cost of establishing and maintaining the 
forests in relation both to tangible and intangible values which 
may be secured from the forests. 

The tend of lumber consumption has declined greatly since 
1906, and wood fuel consumption is now less than one-half that 
of a few decades ago, The consumption of paper and other 
pulp products has incrcased tremendously, and at present the 
United States is supplying less than one-half of its pulpwood 
requirements, The number of cubic feet of timber required 
for other miscellancous uses prior to the depression was greater 
than the amount necded for pulpwood, and equal to more than 
one-sixth of the total timber requirements for construction use. 
There is an additional drain on the forests by fire, insects, and 
disease, and in the necessary operations of securing naval stores, 
The total drain on the forests of this country is more than 16 
billion cubic feet annually. 

As in crop production, the yield of forest products can be 
greatly increased by proper methods of management and by 
improved practices, The type of forest management which 
should be adopted depends on the probable demand for forest 
products and the other services to be rendered by forests, and 
by the quality of the land. It is estimated that by adopting 
forestry management adapted to the quality of the land, a total 
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of 18 billion cubic feet of timber could be produced on soy 
acres of land. There are at present 615 million acres of forest 
land; tog milhon acres being chiefly valuable for uses other 
than timber production; 45 million acres more should be de- 
voted exclusively to recreation rather than timber production, 
These deductions, in addition to any land which may be taken 
from forests and devoted to crop production (which land prob- 
ably will not exceed 20 million acres), will reduce the acreage 
now in forest available for timber production to less than the 
509 million acres, Additional acreage probably will be secured 
from land not now devoted to timber production, There are 
over 20 million acres of crop land and 30 million acres of pas- 
ture land on [aims so poor that their operators cannot hope to 
make a decent living. Much of this land should be devoted ta 
forestry. There 1s also a substantial area of poor and badly 
eroding land on bette: farms which should be devoted to tim- 
ber production, As with agricultural products, there is suffi- 
cient land to provide all the timber products likely to be con- 
sumed, if it is adequately conserved and intelligently utilized. 

However, there is another point which must be recognized. 
It will take at least forty years Lo build the forest land up to the 
place where it will produce annually the 18 million cubic feet 
possible, or even the 16 million cubic fect normally expected 
to be consumed, At the present time the rate of growth is less 
than 55 per cent of the amount of timber consumed annually 
before the depression. The rate for saw timber is only 20 per 
cent of the consumption, We are still drawing on a reserve 
built up for centuries before the occupation of the continent 
by the white man. Between the exhaustion of this virgin sup- 
ply and the time when the second-growth forests came into 
full production, there will be a period of low timber consump. 
tion. Jf the program of forest production is carried through, 
and larger supplies become available, consumption will again 
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increase, but probably not to the extent that it would if it were 
not necessary to adjust to the intervening period of scarcity. 


Land needed for recreational use 


Upon reflection, the difficulties of determining the area of 
land needed for recreational use will readily be understood. 
The various forms of recreation have widely different space, 
requirements. Then, too, all Jand has, or may have, some use- 
fulness for recreation which will be secondary to other uses. 
The effective demand of the people for the different forms of 
recreation will greatly influence the extent of land for recrea- 
tion as either a primary or secondary use of the land. 

An important consideration is the distribution of population. 
The population of the United States is very uncvenly distributed 
—nearly 57 per cent lives in the northeastern statics north of 
the Ohio River and east of the Mississippi River, and occupies 
but little more than 13 per cent of the land area; while the 
states in the Rocky Mountain division have but 3 per cent of 
the population, and 28 per cent of the land arca, 

Though it is to be hoped that the enforced leisure through 
unemployment will be done away with, it is both highly desir. 
able and probable that leisure time will be increased through 
the clevelopment of labor-saving devices and scientific manage 
ment of industry. It is of paramount importance to the wel- 
fare of the nation that this leisure be employed in ways which 
will be beneficial to individuals and to society. Greater em- 
phasis should, therefore, be placed on the use of land for 
recreational purposes, 

Every division of government—national, state, and local— 
has had and should continue to have a part in providing parks 
and recreational areas for its citizens. Few cities, counties, or 
states have made adequate provisions for the recreational needs 
of their people. Municipal park, parkway, golf course, and 
country club areas will probably need to be increased by a mil- 
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lion acres each, or nearly double the area at present utilized 
for those purposes, State and county parks should be increased 
to a total of 10 million acies, the area in national parks and 
monuments to a total of 32 million acres. The total area of 
public land which should be devoted primarily to recreation, 
not including special areas for wild-life refuges, equals nearly 
50 million acres, 


Land needed for wild life 

Wild-life refuges to prevent the extinction of wild-life species, 
and to promote their increase, have becn established by the 
Federal government and by several states. There isa great need 
for additional migiatory-bird refuges; these will come largely 
from marshlands and other Jands of little present utility, 


Recommennrp Linus or Action 


The foregoiky summaries of the National Resources Board 
report may be termed considerations pertaining to the desirable 
size and layout of the “physical plant” for the great land-use 
industrics or activitics, such as agriculture, forestry, wild life, 
and recreation. These are considerations of land as a national 
resource as the physical basis of much of our existence. 

The résumé of the piobable land requirements and resources 
shows that there is enough land to provide adequately for 
future needs, The question may then be raised: If this is the 
situation, why the need for land planning or the development 
of a national land program? It is truc that, if put to their proper 
uses and adequately conserved, our land resources are ample to 
provide for a higher standard of living than is enjoyed at pres- 
ent. At the same time, there is sufficient evidence that there 
are maladjustments in land use, and extensive and rapid deteri- 
oration¥of our very valuable soil resources which prevent the 
attainment of a higher plane of well-being, This misuse of 
our land results in decreasing the opportunities of our people 
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and, unless checked and corrected, will lead to a lowering of 
our standard of living. 

A. substantial body of recommendations for policy and pro- 
cedure were included in the repost, It is not desirable in this 
connection to consider in detail the exact content of those slate- 
ments. However, it may be worth while to consider the recom- 
mendations pertaining to policy and procedure as examples of 
certain general types of action involved in the execution of a 
land plan. It should be noted that the general nature of the 
recommended lines of procedure is strongly influenced by a 
few dominant social factors, Practically all land is in private 
ownership. This ownership, furthermore, has always been a 
highly individualistic type of holding, and both private owner- 
ship and individualism have been woven into the web of our 
democratic form of goveinment. These factors require that 
the execution of a land plan shall be accomplished by voluntary 
action rather than coercion, that changes in tNe use of land, 
which are sufficiently great to alter the nature of the property 
rights in land, should be accomplished by due compensation. 
These factors require that a program for modifying land use, 
which involves immediate action, shall fall within the follow- 
ing lines of action: (1) public (acquisition) purchase; (2) regu- 
lation of private property through the police power; (3) direct. 
ing the private use of land through voluntary associations of 
land users; (4) through assistance in the form of subyentions 
or favorable credit or taxation policies. 

Public purchase is at once the most obvious and most dra- 
matic manner of carrying out certain phases of a land program. 
A limited use of this method was recommended in the National 
Resources Board report, and is being acted upon in the current 
land program. It should, however, be plainly understood that, 
with minor exceptions in the case of parks, this recomthehded 
purchase is projected along purely voluntary lines, It is not 
intended that persons shall be forced to sell their farms under 
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duress of eminent domain procecdings; rather it is expected 
that the offer of fair value for the farm, plus the necessary 
assistance in resettlement, will induce the farmer to sell through 
the prospect of greater economic opportunities. 

Public purchase was recommended as being necessary Lo 
achieve the desired use of land ina number of situations. The 
preliminary survey made by the state consultants of the Na- 
tional Resources Board indicated that some 480,000 farm fami- 
lies are living on farms so poor and unproductive that thei 
future is questionable. It was believed that a reasonable land 
program would eventually assist most of these people to move 
elsewhere through the combined plan of aid in creating new 
economic opportunities and purchase of the present holding. 
For purposes of creating a new balance between public and 
private ownership of forest lands, and insuring timber produc. 
tion in areas now being neglected, a public purchase program 
of some 178 million acres of forest land was recommended. 
Likewise, Federal purchase appears to be the only manner in 
which adequate refuges, sanctuaries, and feeding grounds can 
be provided for migratory waterfowl. Asa means of rehabili- 
tating the Indians under a self-supporting land-use economy, 
some 10 to 16 million acres were recommended for Federal 
purchase for additions to Indian reservations, A. considerable 
part of this land is now in while ownership of scattered tracts 
throughout the reservations. Similarly, public acquisition was 
recommended for additions to present parks and recreational 
ground facilities. Much of this land should be acquired and 
controlled by the states or localitics according to range of inter- 
est in use of the areas, In addition to these main instances of 
recommended Federal purchase, it may be necessary to use 
acquisition to control some of the worst instances of crosion, 
or to assist in other land-use adjustments. While these enu- 
merated cases of recommended purchase present major prob- 
lems, in the aggregate they deal with only a very small part of 
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the total land area. In most parts of the country it appears 
possible to devise means of modifying the use of the greater 
portion of the land sufficiently to conserve the basic resource, 
while it remains in private ownership. 

Regulations of land use by states, under the police power, 
offer considerable promise of directing the use of land to more 
desirable objectives. The most striking use of the police power 
developed in recent years is that of zoning rural lands. The 
possibilities of this instrument were appraised in the Resources 
Board repott, and its use included in the recommended lines of 
action, Other recommendations were directed to state regula- 
tion of land settlement thiough licensing of real estate dealers 
and strict supervision of the activities of land-selling agencies. 
State inspection and certification of land-scttlement projects 
offered for sale was also recommended, It was recognized 
that, to some extent, the same objectives of regulating the 
activities of land-settlement companies might be achicved by 
trade associations of land sellers through the imposition of fair- 
trade practices. 

There are a number of sections in a program of land plan- 
ning where the voluntary associations of land users might be 
helpful in putting land to a more reasonable use, A number 
of these possibilities were examined in the report and recom- 
mended as means of adjustment. Grazing associations are 
growing up in the West which permit the collective use of 
range land by a number of individual operators. In general, 
this line of activity was deemed commendable, and is being 
included in the present program. However, it is recognized 
that in this case, as with many of the newer forms, care must 
be taken to keep the exclusion involved in the associations 
within reasonable limits. The possibilities of a trade-associa- 
tion approach to forestry regulations were also noted, but defi- 
nite recommendations were withheld pending their efforts at 
this approach through timber-code agencies. 
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It was recommended that farmers be encouraged to form 
associations for the codperative control of erosion. Already 
the Soi! Conservation Service has under way a very extensive 
and commendable program of crosion control, However, 
such of their activity falls along a fourth line of activity, that 
of inducements to private owners, under what may be gener- 
ally called subventions. 

A great variety of social problems have been approached 
through the use of grants in aid, or subventions, ‘The merit of 
this approach rests in possibilities of creating situations where 
material assistance may be given individuals, and their choices 
directed along lines of action which serve the general welfare. 
This line of activity appears to have a definite place in a pro- 
gram of erosion control and certain forms of forest activity, 
such as road construction and fire protection, There are almost 
innumerable instances where public action to direct land use 
may well take this form. 

In general, the purpose of the National Resources Board 
Report was to set up the objectives of a reasonable land-use pro- 
gram which requires that the land be used in such a manner as 
to serve the general welfare, Numerous adjustments will be 
required to bring our Jand-using plant to a satisfactory basis, 
These adjustments must be conditioned by both the private 
ownership of land and the planning procedures consistent with 
a democratic form of government, 

The land plan, as embodied in the report of the National 
Resources Board, is a forward step in land planning, but, of 
course, not a final or finished plan. Vor this there are at least 
two reasons: planning is a continuing process without final 
stages, and certain phases of land planning received greater 
emphasis than others. This report dealt essentially with the 
problems of land as a resource, While this approach per- 
mitted comment on almost all phases of the problem, there 
are certain social problems of man-to-man relationships in the 
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use of land which could not be adequately treated in such a 
report, é.g.: the farm tenancy problem. 


Tut Lanp Procram 


Under the New Deal administration the Federal government 
embarked upon what may be termed a land program. It was 
organized and set in motion at a time approximately coincident 
with the preparation of the land report of the National Re- 
sources Board. Many of the same peisons were in responsible 
positions in both undertakings, so that the two may be consid- 
ered expressions of the same general set of ideas. Hence, while 
the land program had been in operation for several months 
prior to the completion of the report, many of the conclusions 
and recommendations of the report were embodied in the pro- 
gram as working principles, 

The land program, then, may be considered as a major effort 
to carry out the recommendations of the Land Planning Com- 
mittee of the National Resources Board, Work has been going 
forward along many supporting lines, involving research into 
problems of tenancy, working with state and county officials 
in the interest of zoning and fiscal adjustments, and other 
activities, However, the land program is at once the newest 
and most important line of effort, 

Impulses contributing to the initiation of a government land- 
use program arose from several sources, Land economists in 
the Department of Agriculture had long worked on plans for 
the public acquisition and development of submarginal agri- 
cultural lands. Considerable feeling was prevalent in some 
quarters that, in view of the acreage-reduction program of the 
Agricultural Adjustment Administration, the increase in crop 
land resulting from the establishment of irrigation projects 
through the Public Works Administration should be offset by 
withdrawals of proportionate amounts of submarginal land. 
Finally, several Federal agencies, in whose work the acquisition 
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of land played an important part, urged the initiation of a 
program which would make possible the realization of their 
plans for conservation and recreational development. 

After several months of planning and discussion, an organi- 
zation was worked out which combined the efforts of the Land 
Policy Section of the Agricultural Adjustment Adiministration, 
the Burcau of Biological Survey of the Ieparument of Agricul. 
ture, the National Park Service, and the Office of Indian Affairs 
of the Department of the Interior. 

During the first months of its existence, the land program 
was primarily concerned with the purchase of submarginal 
agricultural land which could be devoted to socially more desir 
able purposes. As time went on, certain changes in policy 
were mace, so that it became, in a broad sense, a land-adjust- 
ment program, Areas were placed in public ownership which, 
even though not outstandingly submarginal for agriculture, 
were, nevertheless, cdevotcd to some use other than that for 
which they were best suited. In many cases it proved very 
difficult to reconcile the needs of specific areas for recreation, 
wild-life conservation, or Indian rehabilitation, with the basic 
planning of a submarginal-land-retirement program. Sound 
judgment discerned the wisdom of doing one thing well, rather 
than courting failure by trying to do toa much at once, 

On May 3, 1935, the land program was transferred to the 
Resettlement Administration, in which a Division of Land 
Utilization was formed to handle land-purchase projects and 
conduct basic land-use planning work, Resettlement of fami- 
lies from the lands removed from production under the acquisi« 
tion program was entrusted to a Division of Rural Resettlement, 
The land program has been broadened to include 137 develop- 
ment projects through which the purchased Jands are being 
improved as forests, parks, and grazing areas, using relief labor. 

A view of the several types of projects will be of interest, 
not only to indicate the breadth of the program, but also to 
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demonstrate how the activities of the Iand program fit into: 
the major developments of a national land policy which have 
already begn discussed. 

Agricultural projects are those in which the primary-end 
use of the land lo be acquired was forestry, grazing, or allied 
conservation uses, The planning of projects involving such 
use was intimatcly associated with the land-use studies carried 
out by the National Resources Board, some of the same per- 
sonnel being associated with both fields of work. In every 
case, the agricultural projects are located in the most serious 
land-problem arcas of the given states, These projects are de- 
signed as demonstrations, to test the validity of the thinking 
of experts in the field, and to permit of profiting by experience, 
Tt is obvious that the problems encountered in the adjustments 
on the first projects will bring many factors into a new perspec- 
tive. Hence it has been deemed essential that the land projects 
be so organized that expericnce gained in the earlier projects 
may be appraised and turned to account in later work. 

Briefly, the major problems with which these agricultural 
projects are concerned include the following: (1) the wastage 
of soil resources, forest, and grass cover through erosion and 
other consequences of the improper use of land; (2) the wast- 
age of human resources through the dependence of rural popu- 
lations upon land unfit for cultivation; and (3) the wastage of 
financial resources of counties and states through the costs of 
public services, such as roads and schools, in submarginal areas 
where the land yiclded insufficient tax return to cover these 
costs, A project is considered worthwhile when it can be satis- 
factorily shown that public acquisition of lands in the selected 
area, coupled with the resettlement of the present residents on 
better land, will provide an effective demonstration of one 
means whereby these problems could be solved. 

Specific problems have presented themselves in various parts 
of the country, so that the program appears, superficially, quite 
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different as between one project and another. In the north 
castern states, the basic problem is that of worn-out lands on 
which agriculime continues to be practiced without benefit to 
the farmers, and often with detriment to the community at 
large. Projects were started which involved the acquisition 
of poor farm lands to be devoted largely to recreation, forestry, 
and wild-life conservation. The Federal land program was 
thus harmonized with the program already initiated by the 
states, while in turn the results of this demonstration work 
were considered to be of value to the development of land- 
adjustment work in both similar and different land regions, 

Throughout the forested icgions of the East, the major end- 
use of the land purchased under this program is forestry, with 
game conservation and recreation allied whenever this seems 
feasible. In some parts of the South, the restoration of the 
forests with ther game-hunting and fishing, as well as cheit 
timber, looks in effect toward a restoration of one of the chief 
economic resources of the small communities which have be- 
come dependent upon the cultivation of poor land since the 
cutting of the forest and the exhaustion of the soil, 

In the western plains, the problem of Jand use was somewhat 
exaggerated by recent dust storms and other evidences of 
drought. Rumors have been circulated that the Federal gov- 
ernment would find it necessary to depopulate large areas of 
the plains states lest the plains he reduced to the condition af 
the Sahara Desert, An intelligent view of the situation reveals, 
however, that the problem dramatized by the dust storms is 
merely that of placing the arid lands in their best use. Such 
dust storms have been the rule in certain of the more arid 
plains year after year, even though the eastern seaboard has not 
often received visible evidence of their existence. ‘The purpose 
of the land program in the western plains region is to facilitate 
the conversion of land to a type of use to which it is adapted, 
In many areas this means a change from arable farming to 
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grazing, and the resettlement of some familics on more moist 7 
lands. When this has been accomplished on a broad scale, it 
is to be hoped that the results of future droughts will be miti- 
gated, not only because the soil will not be so easily lifted from 
the carth, but even more because there will be fewer persons in 
a position of dependence upon the cultivation of these por- 
tions of the plains which do not lend themselves to successful 
farming. 

In northern Wisconsin, studies first carried out through the 
University of Wisconsin led to the adoption of zoning regula- 
tions by the countics in accordance with a state enabling act. 
Those regulations definitely prohibited the establishment of 
any further permanent settlements in those areas which were 
classified as unfit for agricultural use, They were to be re- 
served for forestry, recreation, or summer homes, but no settler 
was to be permitted to require the county Lo keep a road open 
to his lonely estate, or to pay large sums for transporting his 
children to distant schools. By purchasing the cxisting farms 
in these restricted areas, the Federal government is making 
immediately effective these regulations which, of themselves, 
could not be retroactive. The lands purchased are to be united 
with Federal, state, or county forests, depending upon their 
location. 

Projects planned by the three other technical agencies have 
been, as far as possible, codrdinated with these basic land-use 
plans. In each case, however, the end-use of the acquired 
acreage differs. 

The land program, including the resettlement work, is an 
effort to improve the use of both our land and our human re- 
sources, It does not encompass the whole of land planning. 
In its present stages it is based primarily upon public acquisi- 
tion, yet this is but one means of handling the many complex 
problems of adjusting land use. These other means have been 
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amply outlined in the foregoing pages, and are included in the 
land-planning work of both the Federal and state governments. 

The broad program of land planning under consideration 
* during the year 1936 was an outgrowth of our historic policy 
with reference to land. The failure of that policy to protect 
the interests of the American people through conserving our 
basic resources, both human and natural, has brought forth 
land planning as a major social effort. We cannot compla- 
cently permit our forest resources to be depleted, our fields to 
erode away, or great numbers of our rural population to waste 
their lives in an isolated poverty which also ruins the land they 
occupy. Nothing short of national land-use planning is ade- 
quate to the task. We are proceeding gradually, with a sin- 
cere altempt to move wisely, The outlines of a reasonable land 
plan are becoming more clear. Public ownership will be at 
a minimum; private owners of land will continue to occupy 
and control the preponderant part of the soil, But the public 
interest requires that practice in using that land shall be adopted 
with the clear recognition that it is both private property and a 
great social heritage. 
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(ii) 
The Sound Use of Land and Water! 


J. Russell Smith 


President Roosevelt has stated that the underlying pur- 
pose of land reforms is to insure “the security of livelihood 
through the better use of the natural resources.” Sound use 
of land and water calls for an analysis not merely of farm- 
ing but of every economic activity dependent on land and 
water: industry, transportation, or communication, Nor are 
these the only areas of economic life which will be affected 
by a forward-looking program; profound influence will be 
exerted on public health, on public education, and on public 
finance, 

The establishment in 1934 of the National Resources , 
Board and the Mississippi Valley Committee 1epresent the 
first bold steps toward physical planning on a large scale, 
A year later the Soil Conservation Service was created, 
making possible an actual planning program of huge pro- 
portions, Yet, physical planning deals only with the natural 
resources which man uses. The corollary of physical plan- 
ning is obviously the planned use of human resouices for 
the attainment of human well-being-—E, M. 


nrHx eleventh of May 1934 I saw a strange yellow haze 

hanging over Broadway, The haze hung over Phila- 
delphia also, and over Washington, Chicago, Pittsburgh, and 
indeed over an area 1,000 miles wide and 1,500 miles long. This 
yellow haze appeared because 300 million tons of the finest 
topsoil of the western plains was being carried fruitlessly across 
a continent and out to sea, ‘This was made possible because 
the topsoil was in an extraordinarily loose condition and there- 
fore was carried away by an ordinary wind. 


1 Reprinted from Suevey Graphic, Vol. XXIV, No. 2, February 1935, hy special 
permission of the editors, and of Professor Smith, 
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A few months before, Arthur Ji, Morgan, head of the 
Tennessce Valley Authority, had reported that ‘TVA surveys 
showed chat in a hundred years we had let gullies destroy half 
of the good farm land of the Tennessee Valley. The recent 
struggles over the oil situation had shown clearly that we were 
wasting oil and gas in a way that we would scareely expect of 
savages or monkeys, It had Jong been revealed that we were 
using lumber four times as fast as we were growing i, For 
many years lone voices in the wilderness had been crying these 
things, but Uncle Sam felt rich, and did litte about it. 

In 1934 things were different. Our troubles were present, 
not prospective. People were hungry and could not help them- 
selves, Millions were on drought relief, and more millions 
were on unemployment relicf, The President had billions to 
spend for public aid and public works, and the prospect of 
more if needed. How might these vast sums he wisely spent? 
The President handed some billions over to Secretary Ickes and 
made him public works administrator; but what should Mr. 
Ickes do with them? A plan was imperative. So the original 
planning committee in public-works administration was soon 
followed by a National Resources Board, ‘This Board under- 
took “for the first ime in our history, exhaustive studies by 
highly competent inguirers of land use, water use, nvinerals, 
and related public works in their relation to each other and 
to national planning.” 

Perhaps this represents a great change in American public 
life, We have proceeded for a hundred years on the basis of 
every man looking out for himself. The results are far from 
satisfactory. Is it not probable that the National Resources 
Board, composed of able persons who try to think of the wel- 
fare of the American people, will do a better job than if we 
continue as at present to depend upon the individual efforts of 
Tom, Dick, and Harry? These planners for self have left 
whole groups of people, thousands of people, stranded—miners 
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in the mountains, lumberjacks in the forest, factory workers 
in the towns, farmers in the great open spaces. So far as our 
industrial system is concerned they are stranded almost as com- 
pletely as though they were on barren isles in mid-ocean, No 
matter what happens these stranded inclividuals can continue 
to live only by import and donation until there is readjustment 
of work and industry—reform in the way we use our natural 
resources. 

The National Resources Board recently sent a preliminary 
report to President Roosevelt. In the foreword we read: 


An examination of the reports upon land, water, minerals 
and public works, respectively, shows the importance of 
considering these special factars in their relations to one 
another and to economic and governmental problems as 
well. Water policies and land policies cannot be planned 
except as taken together, und evidently mincrals cannot be 
considered apart from land in a planning program, Ero- 
sion is a problem of land and water; afforestation is likewise 
a problem of land and water; flood control is related to 
navigation and also to land cultivation systems. Water pol- 
lution is closely related to industrial development, as well as 
to sanitation, urban and rural. Reclamation policies are 
inseparable from the agricultural policy of the nation, while 
the recreation policies discussed in relation to land and 
water are appropriate to any comprehensive plan for social 
welfare, 


Under land planning the report recommends that the gov- 
ernment continue a land-purchase program already started as 
an emergency measure, The proposal is to buy up and retire 
from agricultural use at least 5 million acres a year for the next 
fifteen years, and to add the land thus retired to national forests, 
state forests, parks, game refuges and Indian reservations, 

The Board recommends that the homestead law be repealed 
(about fifty-five years too late) to prevent new settlements on 
submarginal lands, and that the states be urged to do the same 
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with their own submarginal lands; that Federal and state 
agencies codperate for the classification of lands, so that people 
will not continue to throw away their capital and their years 
of labor in trying to make farms in places where successful 
farming is impossible. Asa matter of fact, there is just about 
as much of desert as there is of first-class land; and the land 
fit for the plow and having a climate dependable for reasonably 
good crops is but little more than a fourth of the total: 


A little over half of the land in the nation is in farms. Of 
this land in farms, 38 percent was in crops in tag (includ- 
ing crop failure.) 37 percent was in pasture (excluding 
woodland pasiure,) and 15 percent in woodland, the re- 
mainder being crop land lying idle, farmsteads, Janes and 
waste land. All crop land is in farms, but the acreage of 
pasture, including range land outside of farms, excceds that 
in farms. About 60 percent of this pasture land not in 
farms is publicly owned and yo percent is privately owned. 
Nearly all this land is in the western half of the country 
and consists of range, mostly native, short-prass and bunch- 
grass vegetation adapted to the semi-arid or arid conditions, 
In addition, much forest and woodland (aver one-half) is 
grazed, particularly in the West and portions af the South 
where the forest is quite open, permitting sunlight to reach 
the soil, The carrying.capacity of this woodland pasture, 
fike that of range pasture, is generally low. "he 53 million 
acres of land used for nonagricultural anel nanfarest pur 
poses is small, but its value is great, particularly the urban 
land. Finally, there are about 77 million acres of thsolute 
desert, bare rock, certain marsh lands, and coastal beaches 
which are now valued at almost nothing, but have a social 
utility for wild life and recreational use. 

Looking to the future, it appears that the estimated pro- 
spective increase in population is likely to involve a slight 
increase in crop land, a decrease of pasture land and of for. 
est in farms, if past trends continue, and increase in forest 
not in farms, more and more of which seems likely to pass 
into public ownership, and a notable increase in land de. 
voted to recreational purposes, The increase in crop land 
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will be the net result, as in the past, of decreases in some 
areas, mostly hilly or croding fands, or sandy or infertile 
soils, and increases in other areas inherently more fertile 
or less exhausted of their fertility, or otherwise more pro- 
ductive, or which can be made productive by reclamation. 


The Board makes the apparently undemocratic recommenda- 
tion that in some areas, particularly the semiarid West, farm 
holdings be consolidated to get them into units large enough 
lo support a family satisfactorily, this to be done through the 
collaboration of the Department of Agriculture, FERA, the 
Farm Credit Administration, state and local agencies and in- 
dividuals. 

Another undemocratic recommendation is that zoning should 
be applied to the settlement and use of agricultural lands. 
There comes to mind the classic case of the man in Wisconsin 
who ingeniously got himself a job by settling his family five 
miles back in the woods, in a county that had a compulsory 
education law which provided that the pupils who lived more 
than a certain distance from the school should be transported 
to school. This man made a subsistence farm, and got his cash 
income by hauling his own children to school. A. good state 
or county zoning law would stop that-kind of joke. But I do 
have a bit of admiration for the man’s ingenuity in getting into 
the great American industry of something-for-nothing at public 
expense, 

The Board recommends that in relation Lo subsistence home- 
steads efforts should be made not to establish unemployed city 
people in commercial agriculture; rather that an attempt should 
be made to integrate agriculture and industrial employment by 
relocating stranded populations at places where the people can 
produce a part of their food on small tracts of ground, which 
are near cnough Lo manufacturing employment so that a steady 
cash income can be looked for from that source. They recom- 
mend further that forests under intensive management and 
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sustained yicld be greatly increased, and that public aid should 
be continued for forest-fire control The need for recreation 
is recognized by the recommendation that municipalities be 
urged to provide a minimum of one acre for recreation for each 
100 persons, and that the states be urged to establish park sys- 
tems based upon comprehensive surveys. 

A lesson is to be taken from the experiences of a Texas land 
bank which insists that farm and agricultural credits should 
be related to erosion conditions and crosion-control activities, 
This is an excellent string to put on the farmer’s foot, 

Water resources are so important that I reserve the subject 
until later in this article, 

The Resources Board hopes to minimize the waste of min- 
erals by drawing upon the experience of the NRA to the end! 
that industry shall be required to accept whatever safeguards 
are necessary in order to protect the interest of consumers, of 
wage earners, and the nation’s long-run interest in the con. 
servation of its natural resources. (A half-century late in some 
cases.) 

Each of the recommendations mentioned here so briefly is 
backed up by pages of discussion in the body of the report. 
In support of the generalized statement about minerals (after 
reference to the present glut of minerals on the market) let 
me quote: 


The long-time outlook in the field of mining, on the other 
hand, is for increasing costs through exhaustion of the rich 
and more accessible deposits. ‘The situation varies greatly 
in different minerals, but, in general, depletion is much 
further advanced than is generally realized. Known sup- 
plies of oil, natural gas, and certain of the metals (ores of 
present commercial grade) are sufficient for, at most, a few 
decades, Even in coal mining, the life of certain districts 
producing our finest coals is limited to about 85 years at 
normal rates of production. In both metals and fuels the 
reserves are sufficiently limited so that waste can no longer 
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be tolaiated. The long-time problem of the minerals is 
conservation. 

At first thought the immediate problem of the suplus 
and the long-time problem of conscivation secm to be in 
conflict, Actually they are due to the same fundamental 
cause—the destructive competition characteristic of scattered 
ownership and overdevelopment of productive capacity. 
Resource waste is most serious in those very industiics with 
an unmanageable suplus. In oil and gas the wastes are 
proverbial. At the present time in one field cnough gas 
is being blown into the air to supply all domestic consumers 
in the United States. In bituminous coal mining the avoid- 
able loss is placed at 20 percent. Such wastes are seldom 
the fault of the individual operator who has small choice 
under existing competitive conditions, .. , Avoidance of 
waste is partly a matter of technology. But very largely the 
prevention of waste is a legal and economic problem, 


After pointing out that these troubles cannot be prevented 
by the states acting alone, the report concludes that: “In the 
mineral field the problem of balancing supply and demand is 
essentially national and requires assistance of the national gov- 
ernment.” Here it recommends that the government retain 
ownership of mincral deposits in public lands, and that in some 
places a policy of buying back mineral lands should be in- 
augurated, It suggests that a beginning should be made in 
bituminous coal fields; purchase by the government of selected 
acreage should be seriously considered as a means of controlling 
the output of coal, and perhaps of producing income when 
eventually such coal is mined on lease and royalty in the usual 
way except that the royalty would go to the United States 
government. 

In the matter of minerals the Board follows largely upon the 
recommendations of a committee of experts appointed in April 
1934 as a Planning Committee for Mineral Policy. 

In an attempt to get out of the recent depression we have 
appropriated billions for emergency activities under the PWA, 
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and have given some attention to the question of stabilizing 
employment. One of the many groups committed to the latter 
objective is the Federal Employment Stabilization Office. The 
Resources Board recommends that these two agencies be fused 
into a permanent public-works administration, which should 
provide a six-year (or longer) budget of construction program 
of public works, and that this should be revised each year for 
submission to the President and the Congress through a works- 
pfogram committee. The Board believes that we should uy 
to make public works an “economic stabilizer.” 

One of the detailed hair-raising recommendations under this 
heading (hair-raising for congressmen) is that the appropria- 
tion by Congress should be in Jump sum, for allocation by the 
President among the projects included in the approved pro- 
gram, (Cries of pain, long, loud, and shrill, from congress- 
men, cach of whom has, alas and woe unto us, a “deestrict” in 
which he wishes to be reélected,) 

Similarly the Board urges that states be encouraged to estab-’ 
lish permanent state planning boards, so that cach state may 
have an orderly program for its development. 

Any kind of planning for the satisfactory use of the resources 
of a state, region, or country resis on two firm foundations, 
Onc is statistical, and the other geographic. The Board recog: 
nizes the geographic foundation by urging that the mapping 
of the United States shall be promptly completed, and that 
assistance be provided to promote studies of water and land re- 
sources, climatic details, soil erosion, soil classificatian, ground. 
water resources, and water-power resources—this through estab- 
lishment of gauging stations and through studies for the record 
of the actual water resources of the principal streams of the 
country. 

They hope that the statistical basis will be impraved by a 
rhid-decennial census of population and employment; they hold 
that the Federal government should sct up and maintain a 
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resources balance sheet, and that, if possible, similar statistics 
should be made available concerning states and municipalities. 
Certainly this would Iet a flood of useful light into corners 
where near-chaos sometimes prevails largely because informa- 
tion is lacking. 

Planning is a great idea, but if anyone thinks it is a simple 
task he should examine the recent report of the Mississippi 
Valley Committee of the Public Works Administration on the 
subject of water. This Committee is perhaps the germ ofa 
permanent Mississippi Valley Authority somewhat like the 
Tennessee Valley Authority, The Committee is concerned 
with the whole broad field of considering plans for man in the 
Mississippi Valley. It has turned in to Secretary Ickes a report 
on the single subject of water. Presumably other reports will 
follow. This report on water in the Mississippi drainage area 
covers 234 large, interesting, and suggestive pages, telling about 
“the principles, policies, conditions, and problems that arise in 
its use and control,” 

The subject of water control in the central American basin 
(as a tract of land it concludes parts of thirty-one states) com- 
pels the committee to consider water under the headings of 
flood control, low-water control, navigation, power, water sup- 
ply and sanitation, The study of a particular problem may 
involve several other problems and the development of almost 
any sound project in the Valley requires the study of the uses 
of land—for agriculture and irrigation, industry and commerce, 
water storage, forestry, recreation, and the conservation of wild 
life, The final test of the value of a proposed plan is not found 
in land, or water, or in dollars and cents alone, but in people. 
Hence it is that the Committee lists recreation not as a luxury 
but as a necessity. : 

“We are but tenants and transients on the earth. Let us 
hand down our heritage not only unimpaired but enriched to 
those who come after us.” This idea, quoted from the intro- 
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duction to the report, is absolutely new to millions of Ameri 
cans, insofar as they may be judged by their conduct. But the 
Committee is not preaching from texts; it is dealing with facts, 
People in the Mississippi Valley cannot use their water without 
the land, and they cannot use the land if water washes it away. 
Hence there is surprising and gratifying emphasis upon. sail 
erosion: 


The present rapid depletion of the soils of the countey by 
erosion cicates a problem profoundly affecting the interests 
of the entire nation. Recent studies inclicate that the fertile 
topsoil is progressively being woin away by erosion on 
nearly three quarters of the tilled land of the country, that 
about 25 percent of tilled land in the Mississippi Basin alone 
has already lost a large part of all of the topsvils and that no 
less than § percent has been ruined for further crop use by 
gullying. Trosion removes large quantities of plant food, 
compacts the soil surface, reduces the power of the soil to 
absorb water, and lessens ils crop productivity. Tirasion ine 
increases surface run-off, has a disturbing effect on stream 
flow, and foads streams with silt. Direct Josses from soil 
erosion are estimated to be not less than goo million dollars 
annually; the indirect social-economic losses cannot be 
measured in money values. A fact of special significance 
is thae impairment of our soils, such as is naw Guking place, 
is permanent in character, ‘The richness inherent in the 
top laycis of virgin soils, when once removed by erosion, 
cannot Lully be restored by artificial means, Hrosion is pro» 
gressively undermining the foundations of a permanent 
agriculture in a great many sections, .... No nation can 
afford to permit such progressive decline in the praductive 
value of its soil resources as is now taking place in our 
country. 


At another place, referring to the “flux and interplay between 
Federal guidance and spontaneous lacal authority,” the report 
gocs on to state that: 
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An emergency such as a flood, or even the swift and deadly 
processes of crosion, may requite instant action by what- 
ever agencies arc most effective. When quick action is nat 
impetative, as in the acquisition of lands for patks, the 
approach should be through education of the popular will. 


The Committee lays down an interesting principle with 
regard to improvements of river navigation. It shows that the 
cost of improving and maintaining channels is often ridiculous 
when reduced to a ton mile basis—for example: 23.2 cetits 
per ton mile on the Big Sandy. With these facts in mind the 
Committee suggests that the ability of freight to pay a reason- 
able toll should be the guide for improving a river, Thus it 
raises the question of the Mississippi, which has had a declining 
freight since 1926. Yct some persons are proposing that the 
government spend x90 million dollars between New Orleans 
and Cairo. : 

Space forbids discussion of the interesting chapters on power, 
The Committee makes a very convincing plea for the necessity 
of plans long in advance of the time they are needed, Upon 
the whole, this report is one of the most interesting, and cer- 
tainly the most hopeful, of the economic geographies that I 
have read. It concludes with a vision: a description of the 
Mississippi Valley as it might be if we followed the Commit- 
tee’s recommendations and took care of it. 

What are the prospects? Here is a call to Americans to 
become intelligent suddenly, Will they? Can they? The 
new Congress may do something but I am still free to burn 
forests, waste coal, oil or gas, plow up fields and let them blow 
away or wash away. Will we make a serious attempt to fol- 
low these plans, or will we discard them, as we have done with 
so many other good plans in the days when we thought that 
“Uncle Sam has a farm for every one of us”? 

Undoubtedly men will rise up and say, “This is regimenta- 
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tion.” Regimentation has become a term of slight opprobrium, 
Personally I share the dislike of the term. I dislike the idea of 
obeying law; I prefer to do as I please. But look at the report 
of the National Resources Board, Look at the large areas in 
many parts of the United States, where thousands of families— 
tens of thousands of familics—have thrown their fortunes away, 
almost thrown away their lives, by settling on unsuitable land, 
for the want of some accurate cconomic geography, for want of 
land-use surveys and a nadonal Jand-settlement policy. Be- 
cause of the lack of these things families have settled where 
they could not succeed. They have met complete financial 
ruin or have led baffled, hungry, frustrated lives, in communi- 
tics where there are not cnough resources and enough people 
for the development of a thriving community and, in turn, 
the good life, 

In Dayton, Ohio, in the age before “regimentation,” people 
laid off streets and lots and built houses on the lowlands by 
the river’s brim, In duc time the river rose and drowned 
them, after which the survivors subjected themselves to a new 
regimentation—government by the Miami Conservancy Dis 
uict. This new type of government was made to cope with 
floods. It levies taxes, it builds dams to prevent floods, it issues 
permits for structures, thereby preventing people from building 
houses in places where they may be drowned. ‘Thus regi- 
mented, present-day Daytonians are safe, ‘The free Dayton- 
fans drowned, 

So far as possible, all this suspected regimentation aims at 
leaving us free to cxercise individuality with greater safety than 
before. It is an attempt to use intelligence and also to put the 
good of the many above the gratifications of private greed, 

The greatest enemy of these good plans is dietary. They 
tend to remove from the congressman's cellar that chief article 
of diet, that sustaining nourishment, the old-time vital of vitals, 
the pork barrel—so {rightfully expensive to the taxpayer, but 
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such a vote-getter! Can the congressman and the voters see 
the value of a national plan, or will they insist on an old-style 
rivers-and-harbors bill through which we have wasted so many 
hundreds of millions? The congressman and his constituents 
can sec out there in the river a dredge; they profit from the 
payroll derived therefrom, and from the campaign contribu- 
tion of the owner of the dredge. These facts are very real to 
them even though the dredge digs a channel that connects with 
nothing and carries no freight whatever (as is quite commonly 
the case), 

We must put a mighty campaign of education behind these 
plans, or they will be just one more example of our inveterate 
report habit. We already have 4,363 feet of good reports lined 
up in Washington. 

These plans have come out of our struggle with hard times, 
but no one should be deceived into thinking that they carry any 
inkling of a cure for depressions except the possibility of adjust- 
ing public works to employment needs, and perhaps some 
slight diminution of the cvils of speculation based on stocks and 
bonds of ill-planned enterprises, They should certainly save us 
from much waste of capital and effort. 

Their chief service to the people is that they will be, in eco- 
nomic essence, another technological improvement, making 
stronger the part that is already strong and not strengthening 
the part that is weak, They concern production, not distribu- 
tion, Everyone admits that this so-called depression is charac- 
terized by surpluses of nearly everything, including labor, that 
we cannot sell, In brief, we have learned how to produce but 
we do not know how to trade. Thattis the real trouble. This 
basic evil of evils, this mother of evils, scems to be quite beyond 
the view of the National Resources Board and the Mississippi 
Valley Committee. Its cure must be sought elsewhere. 
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(iii) 
Report of the 
Great Plains Drought Area Committee! 


Tne Navrory or ‘re Propuum 


N accorpancr, with the responsibility entrusted to it on 
I July 2and the Committee has made a preliminary study of 
drought conditions in the Great Plains area with the hope of 
outlining a long-term program which would render future 
droughts less disastrous, We have consulted the accessible 
records, have enlisted the aid of authorities and agencies already 
working in this field, and have just completed a trip of inspec. 
tion and conferences through the areas most seriously affected, 

The ume at our disposal has been brief, but we have fortu- 
nately been able to draw on the experience of the Resettlement 
Administration, the Civilian Conservation Corps, the Works 
Progress Administration, the Agricultural Adjustment Admin. 
istration, the Soil Conservation Service, the Rural Llectrifica- 





1A United States Goveinment report on the esenmals of a long-term progiam 
lacking towaids betterment of economu condiuons in the Great Plains Drought 
Atea, August 27, 1936. Reprinted with the kind permission of the Gominittee. 
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tion Administation, the Weather Bureau, the Geological 
Suivey, and other government agencics, old and new, Federal 
and state, which over a considerable period have been dealing 
with the problems of our semi-arid lands. The degree of atten- 
tion which this subject has already reccived is indicated by the 
fact that the Federal agencics alone have spent in the Great 
Plains region, as defined later, since January 1, 1933, on works 
related to conservation of physical assets, about 140,000,000, 
not including grants, loans and 1clief disbursements amounting 
to approximately $335,000,000, 

We put forward our recommendations with the more confi- 
dence, therefore, because of the mass of material generously 
placed at our disposal by those who have pioneered this field. 
We are summarizing conclusions which are the growth of 
years of experiment and investigation, We offer a basic pro- 
gram at this time because we believe that there is general 
agreement as to the main facts among those most familiar with 
the situation, and because we are convinced that activities for 
permanent rehabilitation and reconstruction already under 
taken must be speeded up and expanded if the Great Plains 
area is to avoid a worse disaster than has yet befallen it. 

We have been migdful of your request, made in appointing 
this Committee, that we look toward “the most efficient utiliza- 
tion of the natural resources of the Great Plains area, and espe- 
cially toward practicable measures for remedying the condi- 
tions which have brought widespread losses and distress to 
many inhabitants of the Missouri, Platte and Arkansas Valleys, 
and Panhandles of Oklahoma and Texas, and contiguous 
areas,” 

Particular attention has been given to the suggestion in your 
letter of July 2and, as follows: 

We have supposed that the modes of settlement and of 


development which have bcen prevalent represented the * 
ordinary course of civilization, But perhaps in this area of 
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telatively litle rain, practices brought fom the more humid 
part of the country are not most suitable under the prevail 
ing natural conditions. 


A wip through the drought area, supplementing data already 
on record, makes it evident that we are not confronted merely 
with a short-term problem of relief, already being dealt with 
by several agencics of the Federal government, but with a long- 
term problem of readjusument and reorganization, 

The agricultural economy of the Great Plains will become 
increasingly unstable and unsafe, in view of the impossibility 
of permanent increase in the amount of rainfall, unless over. 
cropping, overgrazing and improper farm methods are pre 
vented, There is no reason to believe that the primary factors 
of climate—temperature, precipitation and winds—in the Great 
Plains region have undergone any fundamental change. The 
future of the region must depend, therefore, on the degrec to 
which farming practices conform to natural conditions. Be- 
cause the situation has now passed out of the individual 
farmer's control, the reorganization of farming practices de- 
mands the codperation of many agencies, including the local, 
state and Federal governments, 

We wish to make it plain that nothing we here propose is 
expected or intended to impair the independence of the indi- 
vidual farmer in the Great Plains area, Our proposals will 
look toward the greatest possible degree of stabilization of the 
region’s economy, a higher and more secure income for cach 
family, the spreading of the shock of inevitable droughts so 
that they will not be crushing in their effects, the conservation 
of land and water, a steadily diminishing dependence on public 
grants and subsidies, the restoration of the credit of individuals 
and of local and state governments, and a thoroughgoing con- 
sideration of how great a population, and in what areas, the 
Great Plains can support. 

These objectives are not now attainable by individual action, 
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but we belicve they will restore an individual independence 
which has been lost. Mistaken public policies have been largely 
responsible for the situation now existing, That responsibility 
must be liquidated by new policies. The Federal government 
must do its full share in remedying the damage caused by a 
mistaken homesteading policy, by the stimulation of war-time 
demands which Iced to overcropping and overgrazing, and by 
encouragement of a system of agriculture which could not be 
both permanent and prosperous, ; 

In many measures the Federal government must take the 
initiative, particularly in furnishing leadership and guidance, 
and in participating to a substantial extent in the construction 
or financing of the needed public works. Through existing 
agencies it will be able to employ many of the residents of the 
region, In other measures the state and local governments 
must take the initiative. The emphasis of the program should 
be on codrdination and coéperation, with each agency and each 
group undertaking the functions it is best able to perform. 
There need not be, and should not be, conflict of interest or 
jurisdiction between state and local agencies on the one hand 
and Federal agencies on the other. There need not be, and 
should not be, any impairment of local and individual 
initiative. 

There must be, on the other hand, continuous and sustained 
joint efforts on the part of all agencies concerned. The prob- 
lem of the Great Plains is not the product of a single act of 
nature, of a single year, or even of a scries of exceptionally bad 
years. It has come into being over a considerable period of 
time, and time will be required to deal with it, The steps 
taken must be continuous, nonintermittent, and patiently fol- 
lowed. A reasonably stable agricultural cconomy must be 
established, maintained and handed on to the children of this 
generation. 
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Causes or ‘rom Parsivr Srruarion 


We must analyze causes before we can prescribe remedies, 
The basic cause of the present Great Plains situation is an 
atlempt to impose upon the region a system of agriculture to 
which the Plains are not adapted—to bring into a semi-arid 
region methods which, on the whole, are suitable only for a 
humid region. 

The Great Plains area has climatic attributes which cannot 
be altered by any act of man, although they may slowly become 
changed, for better or worse, by natural weather cycles which 
we cannot yet predict, 

With respect to plant growth, however, the stripping off of 
the mellow top soil, by unrestrained crasion, down to less 
absorptive, less tractable subsoil, is the equivalent of an unfavor- 
able soil-climate change. Adoption of soil-conserving farm 
practices based on increased use of the rainfall by increase of 
its absorption, results in conservation not only of the soil but 
also of the water without which the soil cannot be utilized 
with maximum efficiency, 

By the Great Plains is meant, in general, an area stretching 
from west central Texas to the border of Canada, definitely 
bounded on the west by the Rocky Mountains, more irregularly 
delimited on the east near the rooth meridian, where, before 
settlement by the white man, the “short grass” country merged 
gradually with the “tall grass,” or prairie, country. The critical 
area now under discussion excludes southwestern Texas but 
includes the Texas Panhandle, the Oklahoma Panhandle, 
northeastern New Mexico, and all the northern portion of the 
Plains, The area may again be divided, by a line run midway 
east and west across Kansas and eastern Colorado, into the 
Northern Plains and the Southern Plains, 

The entire region is marked by a low annual rainfall, often 
concentrated in storms of short duration and great intensity, 
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by wide fluctuations of temperature, and by prevailing winds 
not equalled in average strength anywhere in the United States 
except along the sea coasts, The soil is derived mainly from 
old water-transported material, with some areas of drifting 


THE ORIGINAL COVER OF 
THE GREAT PLAINS STATES 








TALL GRASS 
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sand, In the North the Bad Lands of South Dakota ate evi- 
dence of extensive prehistoric crosion, but the longer winters, 
protecting the ground by frost and snow, have made wind- 
erosion a somewhat less serious danger in the North than in 
the South, In the South much sandy soil is naturally unstable 
and the finer-graincd soil becomes loose and unstable with 
exhaustion of the humus supply by continuous cultivation. 
These lands have been held in place chiefly by such natural 
growths as buffalo grass and grama grass. 


* 
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One primary source of disaster has been the destinction of 
millions of acres of this natural cover, an act which in such a 
series of dry years as that through which we are now passing 
{eft the loose soil exposed to the winds. ‘This destruction has 
been caused partly by overgrazing, partly by excessive plowing. 
It has been an accompaniment of settlement, intensified in 
operation and effect since the World War. In eight states 
lying partly within the region the area in harvested crops has 
increased as follows: * 


1879 ‘ 12,200,000 acies 
1899 . 53,500,000 
1909 71,000,000 
191g 87,800,000 
1929 ‘ 103,200,000“ 


As the ranges were enclosed feed crops were raised to fatten 
stock, requiring intensive cultivation, and the ranges themselves 
were overstocked, Thus there was not only a progressive 
breaking up of the native sod but a thinning-out of the grass 
cover on lands not yet plowed, 

The settlers lacked both the knowledge and the incentive 
necessary to avoid these mistakes. They were misled by thase 
who should have been their natural guides, ‘The Federal 
homestead policy, which kept land allotments low and re- 
quired that a portion of cach should be plowed, is now seen to 
have caused immeasurable harm. The Homestead Act of 1862, 
limiting an individual holding to 160 acres, was on the western 
plains a stimulus to overcultivation, and, for that matter, almost 
an obligatory vow of poverty. 

Subsequent enlargement of the allowable individual holding 
did not solve the problem, A study of homestead holdings in 
North Dakota and Montana shows that whereas in eastern 





27¢ counties only within the defined Great Plains avea were included, the totals 
would be much smaller (eg, 44,860,409 acres for tgay), bit the rate of increase 
might be even gicita. 
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North Dakota a 160-acre tract was sufficient to support a family, 
tracts of two and three times this size were inadequate in west- 
ern North Dakota and Montana. In the latter area tracts of 
several times the homesteads actually granted would have been 
necessary. 

The shocking records made under the Homestead Act— 
prior to 1916 only 60 per cent of all entries perfected; since that 
time only 45 per cent—should serve as a warning, 

Fortunately or unfortunately, the settlement af the Western 
Plains occurted at the end of what appears to have been a forty- 
year dry period and at the beginning of a wet period which has 
apparently terminated. Thus the brief and occasional droughts 
which descended during the latter part of the nineteenth and 
eaily years of the twenticth century were assumed to be excep- 
ional and were not taken as warnings. On the contrary, 
speculation continued and harmful methods of farming per- 
sisted, 

As the twenticth century advanced, higher-powered plow- 
ing, planting, and harvesting machinery made possible the 
cultivation of larger arcas without increased labor. The World 
War, with its high prices for foad crops during years of 
abundant rains, stimulated production to new heights, and 
after the War, farmers were forced to expand their acreage in 
order to sustain their cash income during a period of falling 
prices. In the Texas Panhandle alone wheat planting increased 
from 876,000 acres in 1924 to 2,458,000 in. 1929. 

Nature and the market combined to make wheat farming 
highly speculative. Extreme instances can be foynd in which 
more than 90 per cent of the entire net income of a wheat farm 
over a period of twenty yeais was concentrated in a single year. 
Yet cach year some or all of the wheat land was plowed and 
the sail exposed to the destructive forces of sun and wind, 

The economic results have been general insecurity, bank- 
ruptcy, tax delinquencies, absentee ownership, and an increase 
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in tenancy. In eight Great Plains states the percentage of ten 
ant farmers rose from 15,5 in 1880 lo 38q in 1930, Since rg30 
it has sisen again, standing at qi. in 1935. Notwithstanding 
heroic efforts of their occupants, many farms have heen aban- 
doned. About 150,000 persons moved out of the Great Plains 
region between 1930 and 1935. ‘The “suit-ease farmer” has 
made his appearance, visiting his land only a few weeks a year 
to plant and harvest his crop, making no permanent improve- 
ments and abandoning his crop in drought years. 

The economic deterioration of communities, with loss of 
public credit, suspension of schools, neglect of roads and a gen. 
etal decline of community activities, is more difficult to meas- 
ure, but ils reality is apparent to any one who studies or even 
visits the region. 

The physical results of a mistaken agricultural policy are 
now being experienced under the blistering winds of the 
droughts. With the destruction of the natural grass cover, the 
soil has been exposed to the drying influence of the summa 
winds, to blowing, and to washing by the rains. Water has 
not been adequately conserved. In many parts of the area 
there has been a decline in the ground-water level, though how 
much of this effect is due to excessive use and how much to 
the decline in rainfall is not yet certain. 

The dust storms of 1934 and 1935 have been visible evidence 
to nearly every American living cast of the Rocky Mountains 
that something is seriously wrong. The extent of erosion on 
the Great Plains has not yet been accurately measured, It is 
safe to say that 80 per cent is now in some stage of erosion. As 
much as 15 per cent may already have heen seriously and 
permanently injured. 

This is a situation that will not by any possibility cure itself, 
A series of wet years might postpone the destructive process, 
yet in the end, by raising false hopes and by encouraging re- 
newal of mistaken agricultural practices, might accelerate it 
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Our precipitation records are insufficient to permit reliable 
prophecy, It would in any case be difficult to predict for the 
entite area, since rainfall varies widely and irregularly be- 
tween points within the region, and even between neighboring 
stations, 

On such evidence as we have it seems probable that the 
period between 1825 and 1865, when the Great Plains were 
being explored but not as yet extensively settled, was one of 
drought, despite occasional wet years, ‘The records also indi- 
cate, according to some authorities, that we ate now possibly in 
the midst of a new and prolonged drought period, which may 
have its wet years but may keep average rainfall for the next 
twenty ycars or more below the long-time average, 

Whether the drought condition is to be brief or protracted, 
the practical problems of the people and the land of the Great 
Plains will remain of the same character, Whatever is done 
now toward stabilizing the Great Plains, cconomy will have its 
value, regardless of whether or not a continuance of dry years 
forces more drastic action later on. We should adapt our 
policies to promote the welfare of the present inhabitants of 
the Plains under the conditions we can reasonably foresee, We 
are certain that under any conceivable climatic conditions the 
practices which have destroyed the sod and desiccated the soil 
are harmful and must, for the good of all concerned, be 
changed or abandoned, 

There is no ambiguity as to what is meant by “the good of 
all concerned.” As we have gathered the opinions of experts 
and of the best thought in the states, the following list of gen- 
eral objectives—some requiring state, some local and some 
Federal initiative, and all requiring codperation—thus emerge: 


1. Develop and maintain the highest possible income 
and standard of living in the region. 

2, Develop a type of economy that will withstand the 
shacks of recurtent periods of drought. 
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3. Make the nature of public grants and subsidies such, 
and in accordance with a central long-time plan so well 
conceived, that the necessity for them will be ultimately 


climinated. 

4. Thiough these and other means restore the solvency 
of local governments and of the region as a whole, 

5. Stabilize land tenure and occupancy and so reduce 
the more o1 less aimless migrauon out of the region, or 
from one point to another within the region, which takes 
place during diought periods. 

6. In carrying out this policy encourage such regroup 
ings of the population as will permit greatest economy and 
efficiency in the conduct of schools, courts, policing, sanita- 
tion and other public activities, Reduce saul isolation. 

», Modify unsound tax systems in such a way ty to pto- 
pottion taxes to ability to pay, whieh in turn depends upon 
the productivity of the land to be taxed. Combine govern- 
mental subdivisions too small or ton poor to he operated 
efficiently. By these means reduce the ttx burden anel that 
delinquency which is the sure sign of a bankrupt raral 
economy. 

8 Attest the wastage of soil by erosion and make effi- 
cient use of the water resources of the region, 


Linus or Action 


None of the other objectives will be attainable unless we 
realize the one which is here named last. It is basic. On 
analysis it is found to involve engineering, agricultural practice, 
finance and education, in addition to a revision of policies by 
all public agencies concerned. 

The necessary steps are clearly indicated. The region should 
be divided into sub-areas according to the types of use to which 
each portion of it may be best and most safely devoted; and, in 
addition, to determine the kinds of agricultural practice and 
engineering treatment required to fit each portion to its indi- 
cated use. Certain submarginal lands should be taken perma- 
nently out of commercial production. On arable farms such 
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soil conserving practices as re-grassing, contour plowing, list- 
ing, terracing, strip cropping and the planting of shelter trees 
should be followed. Grasses of demonstrated fitness to local 
conditions should be developed and used. 

Ina land of little rain it is imperative that water should never 
be allowed needlessly to go to waste. The farming practices 
described will help to reduce run-off and to hold water in the 
soil, Dams may be of use not only in checking water erosion 
but in holding back water for use during dry periods. In some 
cases they may produce power for pumping and other local 
uses. Thousands of stock reservoirs and wells should be de- 
veloped to provide a more adequate supply for stock, Small 
irrigation systems for groups of families will be found useful, 
and construction of large irrigation projects to supply families 
already in the region should be considered. 

Some seadjustment of water rights appears essential. It is 
contrary to the basic principles of conservation to allow water 
to be diverted to poor lands when there is not enough to supply 
neighboring lands of better quality. 

Some of these projects may be carried out as a part of a work 
relicl program, others as major public works, still others by 
the farmers themselves, either individually or in codperating 
groups, In the case of works by the farmers the necessity for 
credit will immediately be felt—of a kind available to a capital 
structure already burdened with its maximum load of ordinary 
commercial credit, 

Measures of this sort will improve the conditions and prac- 
tices on individual farms, but they cannot be expected to effect 
the change which is urgently necded in the land use pattern of 
the region. We believe that public acquisition of lands should 
be continued. 

Some types of land within the area, we belicve, should be 
leased or optioned, with the stipulation that the owners shall 
carry on an approved program of restoration to grass or forest. 
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Other lands, too seriously injured to warrant restoration by 
private enterprise, should be taken over by county, stue or 
Federal governments and put permanently under grass or 
forest. 

Tt may be found advisable to extend the grazing range by 
taking some arable farm lands under public ownership, In 
some cases abandoned farms or farms reverting to public own- 
ership under tax forfeiture may be acquired in this way, with 
proper compensation to owners for such equitics as exist, 

Obviously no permanency of the agricultural system or of 
the land itself is possible if the individual owner is allowed to 
put his holdings to uses which will uluimately destroy them 
and endanger the property of his neighbors, We suggest that 
the possibilities of restraining such owners, within the limits of 
laws now cxisting or which may be constitutionally enacted, 
be fully explored, The states affected are already keenly 
aware of this problem. 

In this step the Federal government may act as adviser, as it 
has already done in the case of the Soil Conservation MDistricts 
Act, drafted during the past year by the Land Policy Com- 
mittee of the Department of Agriculture, with the eodperation 
of the Soil Conservation Service and the Salicitor’s Office. The 
text of this proposed legislation has recently been printed and 
submitted to the states for their consideration, 

In Texas an act has been passed empowering a county to 
establish itself as a conservancy district, to make assessments 
and to effect on private land the improvements necessary to 
protect the lands of the district, In case this act fails to be 
upheld by the courts the states should be prepared to submit 
new legislation to achieve the same necessary object within the 
permissible limits, A precedent may conceivably be found in 
the zoning ordinances by which most American. citics protect 
themselves against uses of land which are held to be harmful 
to the public interest, In Wisconsin and Minnesota rural zon- 
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ing has already been undertaken. The protection of property 
itself demands some restriction upon the privileges of the 
private owner of property. 

Wherever possible the codperative principle should be in- 
voked and encouraged, as particularly adapted to the needs and 
problems of the region, The Taylor Grazing Act and the 
grazing regulations in the National Forests and on state lands 
should be administered with the definite aim of stimulating the 
formation of codperative grazing associations, Codperative 
grazing districts should be assisted to prevent the overstocking 
of their lands, and should be aided by a program of public land 
acquisition to block up their ranges. Citizens of several states 
and the Pueblo Indians of New Mexico have taken codperative 
action lo prevent overgrazing, Other farmers may well follow 
the example they have set. 

Local committecs, informally selected, have played an impor- 
tant role under the Agricultural Adjustment Administration 
and the Resettlement Administration. By such committees the 
interests and wishes of the people may receive adequate expres- 
sion, The formation of such committees should be encouraged 
and all governmental agencies should consult and codperate 
with them in order to make sure that what is done will haye 
the support of local public opinion, 

An educational campaign should be undertaken without 
delay by the Agriculwural Extension Service and the Rehabili- 
tation supervisors, supplemented by suitable curricula in the 
schools, Churches, farmers’ organizations, civic bodies, and 
fraternal orders should be urged to take a part in this cam- 
paign, and community discussions of the problem should he 
stimulated. The results of research carried out by state and 
Federal agencies should be disseminated, Particular attention 
should be directed to the demonstrations of the Resettlement 
Administration and the Soil Conservation Service. The gov- 
ernment agencies should be ready at all times to pool their 
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experience and information with that of local agencies and of 
individuals, in order that there may be the greatest attainable 
degree of mutual confidence, 


A Coorpinati> Prooram ob CoOpy ration 


It is clear that none of the activities proposed will be of the 
greatest possible use unless they are cotirdinated parts of a well. 
devised project cnvisaging the entire region. There is no 
reason why such a project should not exist, nor why it should 
not be carried through without friction between local and state 
agencies on the one hand and Federal agencies on the ather, 
The emergency is a test of the democratic system, which we 
believe can be met without any exercise of arbitrary power by 
any agency. 

Certain basic facts must be determined, We need to know 
approximately how many people the region should he expected 
to support under the conditions of a scientific agriculture, We 
need to know to what extent population could be relocated 
with, advantage to itself, 

Generalizations as to such facts are likely to be misleading at 
this stage of our studies, On the one hand it may be laid down 
as a principle that aimless intraregional mjgrations should not 
be encouraged. On the other hand it is clear that in many 
cases a different grouping might be utilized to produce happier 
and more prosperous communities, 

Whether or not the region can support adequately the popu- 
lation now residing within its limits is a question which can- 
not at present be answered. In the long run a transfer from 
cropping to grazing would undeniably reduce the population 
of some areas. Nevertheless, it is possible that a sounder apri- 
cultural economy, with more assured family incomes and 
higher living standards, might increase subsidiary opportunities 
for employment, Temporarily, the work which needs to be 
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done in the fields of soil and water conservation will take up 
much of the slack. 

The fundamental purpose of any worthwhile program must 
be not to depopulate the region but to make it permanently 
habitable. Any other outcome would be a national failure 
which would have its effects, tangible and intangible, far 
beyond the affected area. 

The drift away from the Great Plains has already begun, and 
is likely to continue unless remedial measures are taken with- 
out delay, Over a long period of years the Plains will support 
more people and continue in larger measure their contributions 
to the country’s welfare if the proposed program is adopted, 
than they would if present tendencies were allowed to continue 
their course, The conservation of land and water, as here 
envisaged, is for the purpose, and only for the purpose, of 
conservation of human beings. 

The regional agriculture must rest on the development of 
holdings which will actually support a family in independence 
and comfort. Undoubtedly these holdings must be larger than 
those now prevailing in many parts of the Plains, They can 
be made more adequate in some instances by reclamation, in 
others by the combination of smaller units. State and county 
governments maysexpedite this process by making available to 
grazing and other codperative agencies the chronically tax- 
delinquent lands which it is not to be expected will again be 
cultivated by their nominal owners, Such lands may be de- 
veloped under a work relief program during the period of 
transition which must follow the drought and the development 
of new land policies. 

Since tenancy, imposing upon the tenant the necessity of 
“mining the land,” is peculiarly unfitted to conditions now 
existing on the Great Plains, there would seem to be justifica- 
tion for the use of the public credit to enable competent tenants 
to purchase and operate their own farms. All extensions of 
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credit should be conditioned upon the operation of farms ac- 
cording to rational principles of soil and water conservation, 
and all should be on such terms that the borrower's probable 
income will be sufficient to enable him to repay his borrowings 
without hardship. 

It may be assumed that in so far as the raising of cereal crops 
continues in the Great Plains area there will be an irregular 
alteration of good years and bad years. We recommend thor- 
ough exploration under the auspices of the Federal government 
of the possibilities of covering this unavoidable risk by some 
form of insurance. A proposed solution which studies by the 
Department of Agriculture indicate may be actuarially sound 
calls for the collection of a portion of the surplus in bumper 
years, with repayment in kind during years when crops fall 
below normal. 

As we review the situation we are convinced that although, 
as we have pointed out, the codperation of all government 
agencies concerned—tlocal, state and national—is imperative, in 
many vital respects the initiative must be taken by the Federal 
government, We find the following in the Preliminary Report 
of the South Dakota State Planning Board, on Agricultural 
Resources, issued in January, 1936: 


If a policy of shifting unclesirable crop land to grass is 
adopted, public action will he necessary to put it into effect, 
Since the Federal government is in a better position to ad- 
minister a policy uniformly, and is not as subject ta local 
pressure as local groups, it seems that it would be the 
logical agency to carry out the action phase of a crop land 
retirement program, This state, however, should cvaperate 
in every Way consistent with the interests of the people of 
the state. 


It is our belicf that this attitude would find support in the 
other states of the Great Plains and in the country at large. 
We therefore recommend that the studies and demonstrations 
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carried on by agencies of the Federal government concerned 
with Great Plains problems be extended, coordinated and di- 
rected along lines of positive influence. We suggest, also, that 
a study be made to determine what new Federal legislation, if 
any, may be necessary in order to permit the central govern- 
ment to promote the transfer from crop to grass farming where 
needed, to guide and facilitate the necessary resettlement, 
stimulate proper measures of conservation and furnish the 
necessary credit. 

To integrate and implement the lines of action which have 
been recommended, a board representative of pertinent Federal 
and state agencies should formulate the comprehensive project 
to which we have made reference, and suggest ways by which 
current relief activities may in considerable measure be made 
the first steps in consummation of a long-run plan. 

The situation is so serious that the nation, for its own sake, 
cannot afford to allow the farmer to fail. The future of the 
Great Plains involves the future not only of the more than 
2,500,000 people now living there, and of their descendants; it 
involves also the future of the nearly 10,000,000 in the states 
affected, and more remotely but yet substantially the more than 
120,000,000 people of the nation. It is bound up with the 
development of a sound national farming policy, upon which, 
in turn, depends our ability to provide both opportunities for 
and the requirements of a reasonable standard of living for all 
our people, We endanger our democracy if we allow the 
Great Plains, or any other section of the country, to become an 
economic desert, 

The nation has profited by the courage and endurance of the 
people of the Plains, We have all had large responsibility for 
the direction of settlement and for the development of agri- 
cultural conditions in the area, We cannot discharge ourselves 
of the obligation thus incurred until we have helped them to 
create, within the natural and climatic conditions which can be 
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prepared against but cannot he controlled, a secure and pros- 


perous agriculture. 

The reports, memoranda and other documents from which 
these conclusions and recommendations have been drawn offer 
abundant material for a comprehensive, more detailed report, 


if such a report is desired.” 


+ oh ob 


(iv) 
Land Planning and Housing in the Urban Community 
Rosalind Tough 


Urban land-planning is as old as stately cities. ligyptian, 
Greek, Roman, and, to a lesser extent, meclieval cities were 
fruits of urban planning. Some early American cities, nota- 
bly Philadelphia, New York, and Washington were also 
developed according to distinct city plans, Most planning, 
however, is of a belated variety. Rapid prowth of urban 
populations, particularly during the Iatter pact of the nine 
teenth and early twentieth centuries has necessitated a preat 
deal of re-planning; Paris undertook the process as carly as 
18533 American cities are undergoing constant recondition 
ing. ‘This process is wasteful and expensive, anc much 
re-planning could be avoided if provision were made now 
for growth and development of cities, and if zoning ordi- 
nances, with adequate provisions for regulation, were more 
tigidly enforced. Some progress is being made: a number 





8 Signed: IIugh 11, Bennett, Chief of Soit Conservation Services Predeaick TL. 
Fowler, Director of Drainage Basin Study, National Resources Committee; Franely 
C, Harrington, Chief Engineer of Works Progress Administration, representing the 
Administrator; Harry L. Hopkins, Administiator of Warks Progress Administra 
tion; Richard C, Moore, Col. Corps of Fingincers, U. S. Avs John G. Page, Acting 
Commissioner of the Burcau of Reclamation; Rexford G. Tugwell, Administiator of 
Resettlement Adminisuation; Ilenry A. Wallace, Seeretary of Agriculture; Morris 
L, Cooke, Administrator of Rural Electrification Administration (Chaiunan), 
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of standards for new low-cost housing construction have 
been set up by expeits, and recent developments in the field 
of low-cost housing, parucularly those undertaken under 
the supervision of state or Federal agencies, are showing the 
favorable effects of these standards. Since 1932, not less 
than cight Federal agencies have been created to aid hous- 
ing. Their work has not progressed without criticism, nor 
has the matter of constitutionality of some of the projects 
escaped question, 

What does the future hold for land-planning and hous- 
ing? Certainly the era of /atssez faire in community devel- 
opment is past. The majority of the large cities of the 
United States and many smaller communities have develop- 
ment plans, which ordinarily include zoning ordinances. 
A large proportion of the population, however, is still igno- 
rant of the necessity for planning, and education in urban 
planning is therefore essential. ‘The work of the housing 
agencies under the aegis of Federal and state governments 
is so recent that the public has not yet an adequate concep- 
tion of its function. Nevertheless, the fundamental steps 
have now been taken, and the future may be expected to 
crystallize a more effective and extensive policy of urban 
planninge—I, M. 


Nucrssrry ror Ursan PLannine 


ARGELY because of the relative fixity of capital investment 
lie upon urban land, planning in this aspect is even more 
essential, than in most other forms of business enterprise. A 
mistake in estimating the long-time needs of the urban com- 
munity * results in inadequate or obsolete construction. Many 
mistakes of this type are responsible for needless new capital 
expenditures to replace or remodel strect systems, inadequate 





1"A community may be thought of as consisting of a group of people living in 
a contiguous geographic atca, having common centers of interests and activities, and 
functioning together in the chicf concerns of hfe." L. D, Oshoin and M. If, Neu- 
meyer, The Community and Society, p. 8. American Book Company, New York, 


1933s 
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recreational arcas, or buildings brought into existence through 
a lack of sound planning. 

In addition to these unnecessary capital expenditures, an 
inadequately planned urban development is likely to bring a 
toll of human suffering. The heritage of such a city is con- 
gestion in both business and residential sections, Business con- 
ducted under the strain of overcrowded conditions, a dearth 
of recreational areas, housing lacking sufficient space, air, and 
sunlight—all these factors are responsible for many social malad- 
justments,” Today these facts are recognized; when new com- 
munitics come into existence, experts arc generally employed 
to plan them, In addition, many cities are engaged in remedial 
planning, not only in the form of general improvements of the 
public structures of the city, but also through a program of 
slum clearance, 

Both land planning and housing are of such significance to 
the community that cach of these in itself has merited lengthy 
treatment. It is impossible within the limits of this chapter 
to dd more than point out a few of the problems that are 
involved, to present a number of the standards which are being 
generally accepted and to indicate some possible future dee 
velopments. 


Hisrory or Ursan PLannina 
City planning may be divided into two phases: (a) the plan- 


ning of a new community, and (2) the re-planning of a com- 
munity already in existence, 


The planning of a new community 

Experts in city planning point out that much thought was 
given to the physical layout of towns and cities during every 
historical era. An Egyptian city, Kahun, was laid out in 





®Tor a discussion of the “Tffect of Bad Housing on TMealth, Morals, Safety and 
Geneial Welfare," sec Edith Elmer Wood, “Slums and lighted Areas in the United 
States,” Vederal Emergency Administration of Public Works, Uonsing Division, 
Bulletin No. 2, 1935, pp. 7-16, 
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rectangular form as carly as 3000 or 2500 B.C.; even earlier 
evidences of the use of the rectangular plan have been found in 
the citics of India.” The cities of Greece and Rome were also 
laid out primarily with rectangular streets, cut by an occasional, 
more or less accidental, radial street. 

The importance of the rectangular form as a basis for city 
planning is indicated in the following quotation: 

“The rectangular plan is the elementary scheme in all ages 
for the plotting of a town; dwellings having become rectangu- 
lar (rectangular building derives from the need for more than 
a single chamber) the streets follow suit, and the first and most 
obvious pattern is a series of straight streets separating uniform 
square blocks,” * 

The layout of medieval towns is a contrast to the formality 
of the rectangular plan, Curving and variation in widths of 
streets, open places of irregular shape, and radial streets leading 
to the outskirts and fortifications of the towns produced pic- 
turesque results, It is very doubtful that the medieval towns 
developed from a master plan; more probably they were the 
result of a serics of plans which affected the various parts of 
the towns at different times, In the eightcenth and nine- 
teenth centuries such cities as Coblenz, Cologne, Strasbourg 
and Vienna built ring parks developed on the areas previously 
used for fortifications afler the latter had been abandoned.” 

Although radial streets and open spaces in the form of circles 
and squares were used in both the ancient and medieval period, 
H. V, Lanchester suggests that they did not become an integral 
part of the city plan until the Renaissance.? It was then that 





8 Thomas Adams, Outline of Town and Cily Planning, p. 34. Russell Sage: Foun- 
dation, New York, 1935. 

ALL. V. Lanchester, THe aot of Town Planning, p. 6 Chapman and Hall, Lid 
London, 1925. 

S'Thomas Adams, of. cit, pe 115, 

OTT, V. Lanchester, op. cif, pp. 49-51. "With the ancients, the more important 
spaces were almost always closed in by poiticoes conveying the impression of a hall 
with the sky asa roof.” Lanchester, of. city p. 51. 
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radial streets were definitely codrdinated, and at their point of 
juncture open placcs were planned, resulting in the type of 
development familiar to Americans at a later date in Washing- 
ton, D.C. This city, planacd by George Washington, Thomas 
Jefferson, and Major Picrre L’Enfant in 1791, has a combina. 
tion of radial streets adjusted to the contours of the land and 
superimposed upon a rectangular system of planning. 

The popularity of the rectangular plan in the United States 
is indicated by the fact that most of our citics use it in one 
form or another." 

Philadelphia, planned by William Penn in 1682, has a street 
design which is generally known as the checkerboard system. 
Streets ate 50 or 6o feet in width and meet each other at right 
angles to form blocks 396 x qoo fect." 

The street system in Manhattan, adopted in 1811, is ordi- 
narily cited as one of the best illustrations of the gridiron plan, 
(The gridiron plan was established in lower Manhattan, not 
including the up of the island, prior to that date—see carly 
map of Manhattan, 1797, (page 233). Streets for the most part 
are the standard 60 fect, running cast and west at 200-feet 
intervals between the Hudson and Last Rivers. Approxi- 
mately, every tenth street is 100 feet wide, 

In contrast to the streets, the avenues, 100 feet wide, running 
north and south are more widely separated, resulting in blocks 
that vary from 60 Lo 920 feet in length, At the ume of the 
development of the plan, traffic in Manhattan was largely cast 
and west between the two rivers; hence the large number of 
streets running in this direction, 





TPOr a detailed discussion of the vatious plans of the citice of the United States, 
sce ‘Thomas Adams, op, cit, pp. 123-138, 

® After the plan was developed, qo-foot streets were cut though the middle of the 
blocks resulting in building lots of less than 100 feet in depth, 
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Re-planning 

Since many of the cities of the world have existed for cen- 
luries and since the original Jayout has often proved inade- 
quate, the process of re-planning has been in progress over a 
long number of years. The experience of the city of Paris is 
given as a case in point. Thomas Adams states that Paris had 
street planning as carly as 1607 and an claborate re-planning 
program was instituted under Napoleon [I about 1853, ‘Thus 
even as early as the middle of the nineteenth century heavy 
costs were involved in the widening of streets, the planning 
of boulevards, and the creation of large open spaces, These 
improvements, involving the destruction of many of the build- 
ings of the medieval city, necessitated an annual expencliture 
of 20 million dollars a year for fifteen years, a total of approxi- 
mately 300 million dollars.” 

With regard to American cities, for the most part much more 
recently built than European, the process of re-planning is also 
constantly under way. Since these cities are relatively young, 
re-planning on a large scale has been less of a problem than 
abroad, Nevertheless in the decade 1919-1929 New York City 
spent eight and a quarter millions of dollars on the extension 
of Seventh Avenue and on the widening of Varick Street from 
65 to 100 feet.” This averaged over six million dollars a mile, 
During the same period a similar cost per mile was incurred 
in the Sixth Avenue Extension in New York City, 

Even higher costs were involved in the double-decked section 
of Michigan Avenue, Chicago, where the improvement extend. 
ing for one mile cost 16 million dollars. Wacker Drive front- 





® This was an excessive burden for the city of Paris, its cumulative effect "cone 
trbuting to the debacle of the Commune during 1870 and 1891." ‘Thamas Adams, 
Op. ett, PP. 102-105, 

10 Ynrland Bartholomew, “Street Re-planning in Downtown Disticts of Large 
Cities." Planning Foundation of America, New York, Bulletin No, 1, 1929; pp. 
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ing the Chicago River was built at the even greater per-milcage 
cost—22 million dollars. 

The size of the city is an important determinant in costs of 
street opening and widening projects. In contrast to the expen- 
ditures of Chicago and New York, the costs in medium-sized 
cities, of 250,000 Lo 1,000,000 population, during the same 
period were approximately one million dollars per mile, In 
commenting on this fact Harland Bartholomew makes the 
pertinent statement: “The obvious deduction from these figures 
is that it pays to plan early.” * 


Essentrats or A Community PLAN 


What are the essentials of a community plan? In general 
the question may be answered by stating that such a plan makes 
provision for the uses of land for public and private purposes. 
Regulation of these land uses is accomplished through a zoning 
ordinance which is an essential factor in making any com- 
munity plan effective* When additional regulations to those 
provided in the zoning ordinance are required, or where the 
area is not zoned, regulation may be effected through deed 
restrictions, 


Areas for different uses 

A. basic problem which presents itself in planning a com- 
munity is what proportion of the area to devote to the different 
land uses. This in turn is influenced materially by two factors: 
(a) the size of the development, Z¢,, the number of the popu- 
lation to be provided for, and (4) the character of the city and 
of the functions it is performing. 

In 1932, Harland Bartholomew made a study of the actual 
areas allocated for various urban uses in 22 cities ranging in 





A Tbid, po 4s 
24'The clements of a commumty plan are discussed in Tleydecker and Shatts, 
Community Planning, pp 25-27. Regional Plan Association, New York, 1932. 
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population from approximately 1,500 ta 300,000, Ile divided 
these cities into two types, 16 of them being “self-contained” 
and the remaining 6 being “satellite.” ‘The proportion of 
the total city area occupied by the different types of uses is 
indicated in the following summary: ** 

(a) Dwellings occupy a relatively greater proportion of the 
area than any other type of improvement. This is more true 
for satellite cities than for self-contained cities Cin the former 
case 28 per cent and in the latter case 24 per cent of the total 
city area). 

(5) Strects take about one fifth of the total area in the 
self-contained cities and a lesser proportion in the satellite cities 
(z7 per cent). ‘This results from the activities of the two Lypes 
of cities, Cities which are performing all the essential com- 
munity functions,"* which usually necessitate servicing an area 
outside the political boundarics, need many throughfares and 
wide strects to handle relatively dense traffic. In contrast, 
satellite cities primarily residential in character need relatively 
narrow strects with a few avenues for through traffic. 

(¢) Since the satellite city is dependent on the self-contained 
city for some of its commercial needs, the former has a lesser 
proportionate arca devoted to business (retail) needs than the 
latter (09 per cent and 14 per cent of the total area respec 
tively). In general, the size of the trade area of the community 


19 “The self-contained mumeipalitios are those which mae totily self-suflicient, at 
least as to all the facilities and services necessny for complete urban existence, 
Satellite cities aie those which ae contiguous te lager municipabtios and which ae 
dependent upon the parent city not only for their initial development but alse: for 
their continued existence.” Tarland Butholomew, “Urban Land Uses Taredd 
City Planning Studies, 1V. Unayard University Press, Cambridge, 1932) pt 

14A table showing the comparison of the atea oeutipied hy virlous types of uses 
is given in Harland Bartholomew, “Urban Land Uses” p, 190. 

18 Kolb and Banner divide community interests and activities ime a “Six Service 
Standard": cconamic, educational, icligions, sovial, communication and professional, 
A complete comaunity peiforms these six services J. ID Kolb une Be de S. 
Brunner, 4 Sindy of Rival Society, p. 84. Uoughton Miflin Company, Cambridge, 
1935s 
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determines the amount of land which is necessary and profit 
able to usc for business purposes.** 

(d) Combined light and heavy industrial and railroad prop- 
erty uses about 6 per cent of the total area in both self-contained 
and satellite cities, 

(¢) Park space absorbs a greater percentage (4.0 per cent) of 
the total area in self-contained than in satellite communities 
(0.7 per cent). The probable reason is that the former have 
greater population density than the latter. Therefore, open 
space must be provided for as part of the city plan, 

(/) Public and semi-public property; including cemeteries, 
churches, libraries, private clubs, city property, fire stations, 
and waterworks necessitates the use of more land in the satel- 
lite than in the self-contained cities (5.3 per cent and 4.5 per 
cent of the total area respectively), 

(g) Self-contained citics have approximately 4o per cent of 
their lotal areas vacant, satellite cites 42 per cent. 

The results available from these data are of significance in 
planning and zoning a new community, They indicate that 
for communities of certain sizes and Lunctions, certain approxi 
mate percentages of the arca will be needed for each type of use. 


Community development 


In Radburn, New Jerscy, the housing project under process 
of development by the City Housing Corporation, a limited 
dividend corporation, presents a good illustration of a planned 
community, The project was begun in 1928 by the City Hous- 
ing Corporation, in the Borough of Fair Lawn near Paterson, 


10 A trade community is not determined by the city or village political boundaries 
but extends over the area in which contacts and interactions occur between the city 
and outlying social territory for tade purposes, For a map showing trade com- 
munities, see Kolb and Biunner, op. cit. p. 115, or C, J. Galpin, “The Social 
Anatomy of an Agriculiual Community," Research Bulletin No. 34, Muy 1915, 
Aguicultural Experiment Station, University of Wisconsin, Madison, 
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Bergen County. About 1,258 contiguous acres were obtained, 
an area large enough to build a model town to house about 
25,000 people, Provision has been made for schools, stores, a 
church, a theatre, a community center, parks, playgrounds and 
industry. (Sec Town Plan, Radburn, New Jersey, p. 239.) 

The streets in Radburn are varied in width and direction 
to meet the needs of the residents, Here two separate street 
systems exist, one of walks for pedestrians and the other of 
roadways for automobile travel. The pedestrian walks Jead 
from the separate dwellings to the park which forms the center 
of each of the large community blocks. 

The roadways for automobiles which service the houses are 
narrow. They are short, closed-end streets, 30 feet in width, 
around which the houses are grouped. These euls-de-sae func- 
tion as service streets, but are of no value whatsoever from the 
point of view of through traffic. A number of curved traffic 
streets pass through the development, however, These in turn 
are inked up with the highways which form the boundaries to 
the development. This street system took about 21.4 per cent 
of the area leaving 61.6 pes cent for lots and 17.0 per cent for 
park space. 

In contrast, in Sunnyside Gardens, Queens, N, Y., the first 
project of the City Housing Corporation,'? it was impossible 
to provide for residential streets narrower than the standard 
width of 60 feet because of the fact that the project is located 
within the city limits of New York and is therefore subject to 

. the standard gridiron street system of New York City." As 
a result a much higher proportion of the area was used for 





77 Sunnyside is the name applied to a large section of the First Ward of the 
Borough of Queens. Sunnyside Gardens, a part of the Sunnyside nen, embraces a 
55.82-acie tract of land developed (1924-1928) as a housmg project by the City 
Housing Corporation," Rosalind ‘Tough, "Prohiction Costs of Urban Land ia 
Sunnyside, Long Island," Jomnal of Land aud Public Utility Economics, February 
1932, P. 43. 

418A discussion of the Stnndard New York Street System has heen given (). 232). 
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Courtesy of the Regianal Plan Association 
and the City Housing Corporation, 


‘TOWN PLAN OF RADBURN, NEW JERSEY 


streets than in Radburn. Land utilization involved 31.4 per 
cent of the gross acreage for streets, 

The Radburn project illustrates the theory that in planning 
a community primarily residential, in character, it is not neces- 
sary to use the gridiron system of street layout or even a modi- 
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fication of it, The abject is to create a residential community 
—not to provide throughfares for traffic.” Acterial highways 
are essential, but they can constitute the boundary streets, How 
wide these should be depends on the amount of the traffic, 
Within the community a number of common destinations such 
as the shopping area and the civic center exist. It is essential 
therefore, to enable the resident to get from his home to these 
centers with the minimum amount of effort. A combination 
of radial and circumferential highways are generally most effec 
tive, depending somewhat, however, on the physical character. 
istics of the site.” 

Widths of streets within a community vary. “Sugpested 
widths are 60 to 80 feet in the case of main internal streets and 
Crom 30 to Go feet Cor secondary streets,” * 

In general, subjecting the residential section of the com. 
munity to the standard gridiron plan, instead of using a street 
system adjusted for residential uses, results in relatively high 
costs for public improvements, According to Robert Whitten, 
scientific planning in a neighborhood could save from rg to 
40 per cent of the money expended for street improvements 

* These savings would take the form of streets adjusted to neigh 
borhood needs rather than those of potential through traffic, 
with resulting economy in paving costs, cleaning and ree 
pairing.” 





19 “The self-contained neighborhood unit shaull have its awn pubhe school, play: 
field and local store center. Te should as at rate be hounded by trafic streets, but 
shoujd have no general uafic sticets cutting through iL" Robert Whitten and 
Thomas Adams, “Neighbothaods of Small Woes" Hareard City Planning seadies 
I, p. 78, atvard University Press, Cambie, 1941 

80 Clarence Authur Perry, “Ihe Newhhorhood Unit," Reyianal Auvey of New 
York and Its Environs, Vol. Vil, p. 86. Regional Plan Association, New Yark, 1932. 

21 Thid., p. 86, 

22 Whitten and Adams, of, cif. p, 8a. 

28 Jn Sunnyside Gardens, although the City [lousing Gorporation eanstuctedd its 
awn public improvements, they were built it accordance with the specifications of 
the Bureau of Uighways and Bur f Sewers of the Horough of Queens, ‘{hese 
tmpiovements cost approvimately , cents a sque fool of which stect paving 
constituted abaut one lat€ of the total and the ather batt induded highway exctva- 
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Regulation through zoning 
Zoning is a method of control of land under the police 


power.’ An enabling act is passed by a state giving munici- 
palities and in a few instances, counties, the authority to pass 
zoning ordinances,” 

Generally, in these zoning ordinances, land is classified into 
business, industrial and residential uses and properties are regu- 
lated as to land coverage, height of buildings and their cubage 


or bulk. 


Business 

In any community a certain proportion of the area is desig- 
nated for business purposes (/.e., offices, retail and wholesale 
business). The Regional Plan Commission proposes three 
classifications for business districts, namely: central, subcentral 
and intermediate areas, each permitting different intensity of 
building, 

The standard for the central area, applicable to the uptown 
and downtown business sections of Manhattan, for example, 
provides for a much less intensive use of land than the present, 
New York Zoning Ordinance, with greater amounts of open 
space and consequent additional air and sunshine. (See Zon- 








tion, sewers, curbs and sidewalks, The fact that street paving was responsible for 
about half the total cost of public improvements illustrates the impoztance of cutting 
down unnecessary street widths, with consequential saving in paving costs Rosalind 
Tough, op. cit, ps 53+ 

®1'The police power is the right of the state to protect the lives, health, welfare 
and morals of the giaup. fn 191s in the United States, no city had a comprehensive 
zoning ordinance, By the end of 1930 zoning laws existed in 45 states and the 
District of Columbia. At this date 981 municipalities with a population in excess of 
46 mitlon had zoning ordinances. ‘This 46 million constituted two thirds of the 
urban population of the United States at that date. M. R. Davie, Problems of City 
Life, pp 66, 7a. John Wiley anc Sons, Inc. New York, 1932. 

20 An appointed commission prepares the zone plan and map; it is adopted and 
amended by city council, In several states, boards of appeal are set up to which 
property owners who have been refused a building permit may appeal in case of 
hardship." Schwann, Bruno, Toru Planngay id Housing Thoughout the World, 
p. 1, section entitled "United States of Ameri@y# by John Nolen, Ernest Wasmouth, 
Berlin, 1935. 
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Conrtisy of the Regional Plan Assoctation, 


LAND UTILIZALION PERMISSOILE IN A CTWO*TIMES-TDIGHE DIS ERIGE UNDER 
THE PRESENT NES YORK GLLY ZONING ORDINANCH, 


ing Diagrams, above.) However, since the present New York 
Zoning Ordinance was passed about twenty years ago, it is in 
many respects obsolete, The subcentral and intermediate areas 
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Courtesy of the Regional Plan Association. 


LAND U'LILIZATION POSSIBLE UNDER TILE PROPOSED REGULATIONS FOR THE 
NEW YORK CILY CENTRAL ARLA, MAXIMUM PERMISSIBLE BULK RATIOS OF 
1qq CUBIC PERT PRR SQUARE FOOT OF LOT. 


represent business districts outside of the central area where 
land can be used less intensively than in the primary business 
sections of Manhattan,” 





20 The Regional Planning Commission uses the criterion of the maximum number 
of cubic feet of building that may be erected per square foot of lot area, In the 
central aica the proposed standaid is 144 cubic feet of building per square foot of 
Jot aiea, in the subcential 120 cubic fect and in the intermediate areas 85 cubic fect. 
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The Commission proposes that the cubage or bulk of the 
buildings should be proportional to the areas of the lots, No 
building should be constructed to cover the entire lot, Despite 
the ‘fact that, theoretically, high buildings need more open 
space around them than low structures, the proposed restric. 
tions allow greater coverage in the central area than in the 
subcentral or intermediate areas, ‘This is a concession to a 
fait accompli, the precedent of high buildings covering a large 
proportion of the lot in the central area already having been 
established, However, as a counteracting influence, the restric. 
tions require setbacks, the first of ay fect occurring at sixty fect 
above the street level. Also towers when used should he per- 
mitted only on twenty per cent of the arca of the lot and should 
be limited in height by the bulk provisions for the entire build. 
ing.” These recommendations of the Regional Plan Commis. 
sion give an indication of the trend of thought with regard to 
necessary restrictions of properly used for business purposes. 


Industry 

Industry is generally classified in a zoning ordinance into 
two types: light industry (nonoffensive), and heavy industry 
(those producing dust, smoke, odors, etc.) 

Certain areas tend to be devoted ta particular needs of the 
community whether or not a zoning ordinance exists, For 
example, high ground is often used for residential purposes; 
low-lying, swampy arcas for industrial uses, ‘Thus industry 
usually develops on the cheapest land or that area Least 
desirable for residential and business purposes. A. zoning 
ordinance attempts to restrict industry to this land, that is, 
the area particularly suited for it, and to prevent its spread 





Over the entire lot area these standids provide fol 1a stoues in the central area, 
To stories in the subccntral area and 7 stones in the intermediate arcay Re ginnal 
Plan Association, Information Bulletin No. a9, “Zoning Revision to Linut Bulle of 
Buildings Proposed for New Yok City Districts," March 23, 1936, p. 7 

iid. p 8B 
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into the residential or business section, unless this spread is 
economically necessary or desirable. 

In planning a community development, a certain amount 
of the arca must be allocated for industrial use. The amount 
of space necessary will depend on the size of the community 
and the functions it is performing. For the most part, the 
homes of the workers will be in proximity to the industry but 
they should not be close cnough to be affected by noise, dust 
or odors. 


Residential 


Restrictions for residential constructions may be classified 
into those applicable to three types of districts: Class I, one- 
family dwellings, Class II, two-family dwellings, Class III, 
multifamily dwellings, In the Class I district families are 
housed in one-family dwellings. No other uses such as two 
familics to the dwelling, small commercial undertakings within 
the home, the construction of apartments or public garages are 
allowed. Any of these different types of uses introduced into 
a Class I district are apt to change the character of the neigh- 
borhood, sometimes to the extent of resulting in a blighted 
area with a consequent fall in land values, One of the primary 
results of a zoning ordinance properly enforced is stability of 
Jand values. 

The Class II district providing for two-family dwellings is 
less rigorous in its restrictions than the Class I area, Neverthe- 
less, even this area prohibits certain types of uses and attempts 
through regulation to retain the character of the neighborhood. 
Commercial undertakings are often found in the Class III or 
multifamily dwellings district. Very often these districts are 
gradually shifting from a residential to a commercial use, 

If, as a result of a zoning ordinance, the character of a neigh- 
borhood can be established as a certain residential type, specific 
economies can be effected. For example, it is possible to 
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construct public improvements which ave adequate for single. 
family dwellings at a lower cost than those essential for dwell- 
ings used for multifamily purposes, Sewers and water mains 
can be relatively small (not built potentially for intensive land 
use) with consequent savings in construction and maintenance 
costs. Streets can be less than standard width, resulting in 
material savings in paving costs, 

In addition to designating the different uses for residential 
areas a zoning ordinance usually specifies the height of the resi- 
dential construction and makes provision for adequate yards on 
the front, side and rear. If these restrictions are omitted, or 
if they are not extensive enough, they are often supplemented 
by restrictions in the deeds, particularly for Class I residential 
property, 


Tousina 


A housing development which is inadequately planned 
probably leads to more intense and prolonged human suffering 
than any other form of inefficient planning within the urban 
community. At its best, it provides poor housing facilities at 
relatively high costs at ils worst it results in slums.* Same 
ples of inadequate housing produced at high cost are the rows 
of poorly constructed wooden houses located primarily in the 
outlying sections of the boroughs of Queens and Brooklyn, 
These dwellings represent post-War speculative construction 
on cheap land, 

No better illustrations of the slum are available than the 
old-law tenements of New York City,” multifamily dwellings 





28"A slum is most simply defined as housmy Con whatever scale) so inadequate 
or so deteriorated as ta endanger the health, safety. ar morals af ius inhabitunta, A 
blighted residential area 1s ane on the down grade which has net reached the slum 
stage.” Edith Elmer Wood, “Slums and Mighted Arete in the United States,” 
Federal Emergency Adminstration of Pobhe Works, Housing Division, Bulletin 
Now 1, Pi te 

20"An “old-law tenement house” is a tenement house creeted ar existing prior to 
April 12, 1901, A “tenement house" is any house or building or nny portion thereof, 
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constructed prior to the New York State Tenement House Law 
of 1900," The Tenement House Law is still effective for 
New York State. However, in 1929 the New York Multiple 
Dwelling Law superseded the Tenement House Law, for cities 
in New York State of 800,000 population or more—which 
means that the law is limited in effect to New York City, 

The Multiple Dwelling Law sets up certain provisions or 
standards to counteract specific housing difficulties, It is of 
interest to examine a few of these provisions in connection with 
the canons of good low-cost housing which are becoming gen- 
erally accepted by professional housing authorities. 


Housine Stranparns 


The area of the site 

The New York old-law tenements were built on the basic 
New York lot of 25 x 100 feet. The provisions set up in the 
Multiple Dwelling Law make it uneconomical to utilize lots 
of this size for new construction, and therefore necessitate the 
assemblage of a plot of ground of sufficient area so that space 
may be available for light and air. Generally, housing experts 
advocate a plot of ground large enough so that the project 
may benefit from the advantages of large-scale operation and 
planning. 


Land cost 
High cost of building sites constitutes a basic problem, par- 
ticularly in the Borough of Manhattan where six dollars or 





heretofore erected, which is either ented, leased, let out or hived out to be occupied 
or is occupied, in whole o1 in part, as the home or residence of three families or 
more, living independently of cach other and doing their cooking on the premises, 
and includes apartment houses, flat houses and all other houses so crected “and occu- 
pied," Laws of N. Y., 1929, Vol. 2, Ch. 713, p. 1665, 

80 “When the tenement house department completed its first survey in 1909, it 
found that there were 641,344 apartments, or family units in the old-law tenements 
of New York, ‘I'wenty-three years later in 1932, there were still 524,894 of them, 
They have been disappearing at an average rate of only seven-tenths of one per cent 
per year.” Edith Elmer Wood, op. cif, p. 26, 
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more a square fool is not an unusual price for land. In contrast 
to conditions in Manhattan, land cost is lower in the other 
boroughs. For example, land cost for the Metropolitan Apart- 
ments in the Borough of Queens was approximately one dollar 
a square foot; in Sunnyside Gardens in the same Borough it 
was 87 cents, Land for low-cost multifamily housing should 
not, if possible, exceed one dollar a square foot. Site cost for 
one- and two-family dwellings should be less. In commenting 
on site cost for the latter type of structure, John ‘Taylor Boyd 
states that prices should not exceed 25 Lo 50 cenls a square 


foot.” 


Land coverage 

According to the Tenement ITouse Law the percentage of 
the area to be covered by buildings cannot exceed 7o per cent 
for an interior lot and go per cent for a corner lot. According 
to the Multiple Dwelling Law sizes of inner and outer courts 
and yards are determined by the height of the building, with 
cerlain minimum requirements.” ‘These provisions constitute 
what is practicable under existing conditions in New York 
City. They do not represent, however, what is essentially 
the most desirable in housing. For example, the projects of 
the State Board of Housing have a coverage of so per cent 
or less. Specialists have pointed out that coverage in excess 
of 50 per cent constitutes overcrowding and that the increase 
in monthly rentals resulting from 70 per cent coverage rather 
than the garden plan (50 per cent coverage) is relatively 
small (usually $2.00 per room or less). It is generally con- 
ceded that the differential in rental resulting from the two 
types of uses is not great enough to justify foregoing the light, 





51 John Taylor Boyd, “Tow Intensively Must We Use the Land?” in Uke dmeniean 
City Magasine, Vol. 38, January 1928, p. 107, 

58 Laws of New York, 1929, Vol. a, Chy 713, Aruele 3, “Light and Ait,” pp. 1674 
1683; 1901, Vol, 1, Ch. 334) § 56, p. gut. 


ROSALIND TOUGH 249 


air and sunshine to be obtained through the addition of 20 per 
cent to the open space surrounding the building.” For one- 
and two-family dwellings coverage should not excced 20 per 
cent.” 


Density 


In a proposal for new multifamily low-cost housing, the 
Regional Plan Association provided for approximately 29 fam- 
ilies, or 145 persons to the acre."* The British post-War-assisted 
schemes for small homes have adopted the standard of eight 
families per acre in rural districts and 12 families per acre in 
urban areas.” 

Some zoning ordinances make provision for the minimum 
lot area required per family, which results in density restric- 
tions much more liberal than those recommended by housing 
experts, For example, relatively rigid restrictions included in 
the zoning ordinance of Memphis, ‘Tennessee, allow 69 fam- 
ilies per acre whereas the ordinance of Duluth, Minnesota, 
allows as many as 216.7. Many cities have zoning ordinances 
lacking in any type of density restrictions with the result that 
no limitations exist to the number of families which may be 
housed per acre. 


Building materials and planning 


In general, for low-cost housing, building construction should 
be of good standard materials, simple in design, The use of 


58 New York State Board of TTousing Report, 1930, Legis. Dac, No. 84, p. 38. 
Wemy Wright, “I'he Modern Apartment Louse,” drehitecttaal Record, Match 1929, 
Vol. 65, pp. 229-30. 

4 Yohn ‘Laylor Boyd, op, cit., Vol. 37, December 1937, P. 730+ 

86 Regional Plan Association, Information Bulletin, No. 15, November b, 1933) 
pg, 

89 Bruno Schwann, op, cit, p. 154. In the single-family type of house, the number 
of familics per acie should not exceed ten. John Taylor Boyd, op. ci, Vol. 37, 
December 1927, p. 739. 

81 [Jarold S, Buttenheim, “Absurd Land-overcrowding Allowed By Many Zoning 
Ordinances," in The dmettean City Magazine, Vol. 51, June 1936, p. 81. 
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materials of standard design and construction tends to reduce 
building costs, 

Careful planning with regard to the location of buildings on 
the site (the construction of buildings around a court, the 
grouping of structures, etc.), and simple architectural devices 
such as setbacks and the use of the gable roof produce a pleas- 
ing and harmonious result, economically, for neighborhood 
and community construction.” 


Room sizes 


At present a tendency exists to reduce the height of ceilings, 
and at times in cheaply built commercial construction, to make 
the rooms relatively small, The President's Conference on 
Home Building and Home Ownership, called by former Presi- 
dent Hoover, recommended a minimum of nine fect for the 
height of rooms and a permissible eight and one half fect for 
private dwellings. Their recommendation for living-rooms 
was 180 square [ect (12 feet by 15 [cel) with other rooms 
somewhat smaller if properly planned.” ‘The standard of the 
minimum nine-foot ceiling is of particular interest, inasmuch 
as the New York Multiple Dwelling Law permits eight-foot 
ceilings, and much of the new construction under the law has 
ceilings of this height, 


Light and air 


It is a difficult matter to decide what constitutes room over 
crowding as this condition is dependent on such factors as 
temperature, relative humidity, and movement of air. 





28 The New York State Board of Housing, Rockefeller, the Metropolitan Lite and 
the recent New York City Housing Authority cach have multifamily divelling 
projects which illustrate these tenets af goad building construction, ‘They may also’ 
be found for small dwellings in the two developments of the City Housing Corpora 
tion, Radburn, New Jersey, and Sunnyside Gardens, N. ¥, 

80 ‘The President's Conference on Home Huilding and Tome Ownership, Correlat 
Ing Committee on Standards and Objectives, pp. 179, 180, 


ROSALIND TOUGH 251 


The present standard according to the Multiple Dwelling 
Law is 4oo cubic feet of air space for living and sleeping rooms 
for each acult person and 200 cubic feet of air for each child 
under 12 years of age occupying such rooms.’° 

Asa result of the unfortunate social experience with window- 
less rooms in the slums, a basic standard for new housing con- 
struction is that each room should have at least one window 
opening to the outside air."' To obtain this result it is usually 
necessary to construct buildings no more than two rooms deep. 
To enable rooms to get sufficient air and sunlight, the addi- 
tional criterion has been suggested for new construction: that 
the area of glass in windows should be not less than 15 per cent 
of the floor area of the room, Also, the type of glass installed 
in the windows should transmit not less than 25 per cent of 
the ultra-violet rays in sunlight.” 


Water closets and washing facilities 


The New York old-law tenements usually provided toilet 
facilities in the yard or, if within the building, in the cellar or 
hall. One facility was used by a number of families. Usually 
apartments had kitchen sinks with cold running water. Bath- 
tubs and washtubs were non-existent, T'wenticth century leg- 
islation has by no means counteracted all these cvils but it is 
making an effort to do so.* 

For new construction, The New York State Tenement 


— ey 


40 Lawes of New York, 1929, Ch. 713, § 36, p. 1690, 

41 Beginning with the New York Tenement [ouse Law of 1900, for new con- 
struction the law requires a window to the outside for each living and sleeping room, 

42 The President's Conference on Home Building and Home Ownership, op. eit, 
PP T7dy 175 

45 The provisions given in the following quotation are applicable to old-law dwell- 
ingst “Amendments to the Multiple Dwelling Law, passed by the State Legislature 
in 1934, became effective Janunry fist (1936), They call for a private toilet in each 
apartment, no windowless sleeping rooms, and fire retarding of basements and 
public hallse’ Public Works Administration, Housing Division, Research and In- 
formation Branch, Washington, D. C., Housing Digest, April 1936, Vol. 1, No. 3, 
Pe 32. PW, 54720 
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House Law of xg00 and more recent legislation prescribe a 
separate water-closct for cach apartment, situated in a sepa. 
rate compartment with a window to the outside, The New 
York Multiple Dwelling Law of roay permits interior water- 
closets and bathrooms in fireproof dwellings when ventilated 
by a system of mechanical exhaust ventilation," More recent 
legislation makes provision for baths for each apartment and 
heat and hot water from a central point. 


Fire provisions 

The fire hazard of old-law tenements of New York City still 
exists, In commenting on this point Edith Elmer Wood states: 
“they (old-law tenements) are fairly substantial brick struc 
tures, but their halls and stairs are of wood and their fire. 
escapes antiquated, Between January x and April 1, 1934, (in 
New York City) 4q lives were lost, many of them children, 
ina series of such fires. None were lost in the newer type of 
building.” “ 

If the new type of building (constructed since 192g) is more 
than six storics in height, the Multiple Dwelling Law requires 
that it must be fireproof throughout, If it is six stories or less 
it may be semifireproofs requirements exist with regard to 
the fireproofing of public halls and stairs, Nonfireproof mul- 
tiple dwellings exceeding two storics in height shall have «wo 
means of egress extending from the ground floor to the roof,” 
Fire-escapes must have stairs and balconies instead of being of 
the vertical ladder type of construction. 

Many of the cheap jerry-built houses have little or no pro- 
vision for fire protection. The President’s Conference recom- 
mended that houses should be completely fireproof, If this is 
not possible from the point of view of cost, then certain lesser 





"' Laws of New York, 1929, Ch. 714, § 76, po. 16975 8 115) pe P05. 
§5 Edith Elmer Waod, op, ¢it., p. 15. 
49 Laws of New York, 2929, Vol. 2, Ch. 713s Articles 4, 5, pp. 1700—1913, 
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precautions may be taken. These take the form of fireproof 
materials used at points of possible fire hazard where lighting 
or heating equipment may causc danger, adequate means of 
egress in case of fire, fireproof covering, and so forth,” 

The foregoing standards do not purport to be inclusive. 
They merely indicate some of the objectives toward which a 
progressive housing program aims. 


Frprrat Ai ror Housine 


Prior to 1932, with the exception of the War-time activities, 
the Federal government had done little for housing.* No 
aid was given to low-cost housing in the forin of a subsidy, 
The financial market for housing loans was not well organized. 
Loans were granted by individual building and loan associa- 
tions, savings banks and insurance companies. The rates at 
which the loans were made varied with the type of risk, the 
nature of the lending institution, state laws, and so forth. Dis- 
counts, brokerage {ees and other initial cxpenses when prorated 
over the life of second mortgages usually brought the rate for 
this moncy up to about cleven per cents on speculative prop- 
erties the rate san as high as twenty per cent.” It was possible 
for the average citizen to finance homes under these conditions 
during normal business times or during the period of pros- 
perity, With the coming of unfavorable economic conditions, 
however, long-term obligations contracted at high rates of 
interest. became a heavy burden, and under existing conditions 
it was impossible to undertake new construction. As a result, 
the Federal government became housing-conscious, 

Eight Federal agencics have been created since 1932, each 


47 President's Conference on Tome Building and [ome Ownership, op. et2., p. 180. 

48 An interesting discussion of the Federal War-time housing activitics is given in 
the United States Department of Labor Report of the United States Housing Corpo- 
ration, Government Printing Office, Washington, D, C., 1919 

49 Commission of Housing and Regional Planning Report, 1926, Legislative Dowu~ 
ment No, 66, pp. 36~38. 


a 


254 PLANNING THE USE OF LAND 


having some function in the fick of housing, These include: 
(1) The Reconstruction Finance Corporation; (2) The Hous- 
ing Division of the Public Works Administration; (3) The 
Federal Home Loan Bank System; (4) Home Owners’ Loan 
Corporation; (5) Federal Savings and Loan Associations; 
(6) Federal Savings and Loan Insurance Corporation; (7) The 
Federal Housing Administration; (8) The Resettlement Ad- 
ministration. 


Reconstruction Finance Corporation 

The Emergency Relief and Construction Act of 1932 “au. 
thorized the Reconstruction Finance Corporation to make 
loans to limited dividend housing corporations which were 
regulated by state and municipal law and whose projects were 
financed on a self-liquidating basis. On the strength of the 
promise held out by the act, fourtcen states passed legislation 
creating state housing boards.” 

Knickerbocker Village, on the lower cast side of Manhattan, 
received a loan of approximately cight million dollars. This 
is the only housing loan granted by the corporation, inasmuch 
ag its housing activities were transferred to the Housing Divi- 
sion of the Public Works Administration. 


The Public Works Administration (Housing Division) 

The Housing Division of the Public Works Administration, 
created in July 1933, has as its object the promotion of low-cost 
housing and slum clearance, 4¢., making housing available to 
low-income groups at small rentals. ‘To achieve this object 
the Federal government is authorized to make grants to states, 
municipalities, and other public bodies having housing authori- 
ties coming under provisions of the law of 45 per cent of the 
cost of labor and materials used in the projects" The differen- 


6 New York Legislative Document No. 4t (1936), State Board of Housing Ree 


Pott, Pr TH 
5! When the Division was organized Uns figure was 3o pe cent but was later 
tajsed to 45 per cent. 
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tial between the Lotal cost and the 45 per cent subsidy is loaned 
by the government at 3 per cent interest for a period of 60 
years. 

Twenty states have passed laws authorizing the creation 
of housing authoritics having the power to construct and 
operate low-cost housing projects, These authoritics cligible 
for Federal aid are now established in qo cities," 


Federal Home Loan Bank Board 


The Federal Home Loan Bank Board at present supervises 
the four following Federal agencies: (@) Federal Home Loan 
Bank System; (4) The Home Owners’ Loan Corporation; 
(¢) The Federal Savings and Loan Associations; (¢) The 
Federal Savings and Loan Insurance Corporation, 

(a) Home Loan Bank System, The Home Loan Bank Sys- 
tem was organized in response to a need for a credit reserve 
for financial institutions making loans in the field of housing. 
Members of the system include “Federal savings and loan asso- 
ciations, building and loan associations, savings and Joan asso- 
clations, codperative banks, insurance companies, savings banks, 
and other home financing institutions.” "' 

The System created twelve regional home loan banks whose 
relation to the above mentioned institutions is somewhat 
similar to that of the Federal Reserve Banks and their member 
organizations, In other words, these banks do not Jend funds 
to the home owner directly, but instead make available short- 
term funds to meet emergencies or long-term funds to supple- 
ment home-financing programs,”' 





54 New York Legislative Document No, 41, State Bowd of Uousing Report (1936); 
p. 20, 

‘8 Digast of the Put poses of Current Federal Agencies, Prcpared by United States 
Information Service, May 1935, Washington, D, C, 

OD, E, Woagland, “The Federal Home Loan Bank Boaid's Assistanee to Home 
Mortgage Financing,” in Yareard Business Review, Vol. 14, No. 3, 1936, p. 29% 
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(6) Home Owners’ Loan Corporation, Since a large num- 
ber of home owners were unable to meet the obligations on 
their mortgages and were therefore threatened with foreclosure, 
the Home Owners’ Loan Corporation was created in June 1933 
under the supervision of the Home Loan Bank Board. This 
organization was authorized to issue bonds guaranteed as to 
principal and interest by the United States government to cx- 
change for mortgages and to make cash advances for taxes, 
assessments, maintenance and repairs. The maximum aid to 
be granted was 80 per cent of the market value and was not 
to exceed $14,000, The refinancing was undertaken by the use 
of 15-year, direct-reduction amortized mortgages having § per 
cent interest. “At the present time (spring of 1936) the corpo- 
ration owns approximately 1/5 of the dollar value of all urban 
home mortgages in the United Staics.”"" Three years after 
organization in June 1936 the lending activities of the corpora- 
tion were terminated by law. However, the organization still 
continues to service its loans and to sell and rent properties 
which it owns as a result of defaulted mortgages. 

This agency was primarily important to the embarrassed 
home owner. It has materially lifted the burden of a mortgage 
incurred during prosperity and refinanced it on the basis of a 
changed price level and a reorganized money market. 

(¢) Federal Savings and Loan Associations, In addition to 
setting up the Home Owners’ Loan Corporation, at the same 
time Congress provided for the chartering of the Federal Sav- 
ings and Loan Associations and for the conversion of existing 
eligible thrift and home-financing institutions into Federal 
Associations. At present more than 1,000 new and converted 
Federal Savings and Loan Associations exist. “The Federal 





55 Ylongland, IL. 2, of. city Ps 292 
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Savings and Loan Association is a mutual, thrift and home- 
financing institution, managed by its local directors and officers 
and except for the funds invested by the Treasury of the United 


States and the Home Owners’ Loan Corporation, it is locally 


owned.” ™ 


(d) Federal Savings and Loan Insurance Corporation, The 
Federal Savings and Loan Insurance Corporation created in 
June 1934 operates under the direction of a Board of Trustees 
consisting of the members of the Federal Home Loan Bank 
Board. The object of the organization is to insure the safety 
of share accounts of investors in home-financing institutions. 
Insurance is compulsory for Federal Savings and Loan Associa- 
tions and voluntary for cligible state-chartered home-financing 
institutions of the savings and loan type. Insured institutions 
have withdrawable accounts insured up to $5,000 per account. 
This was done in an effort to offset the flow of funds from 
home-financing institutions to commercial banks. (‘The latter 
had the Federal Deposit Insurance Act.)™ 


Federal Housing Administration 


The National Housing Act of June 1934 brought into exist- 
ence the Federal Housing Administration, having two primary 
objectives: to improve housing standards and conditions, and to 
provide a system of mutual insurance for long-term mortgages. 

Improvement of housing standards and conditions results 
from loans for alterations, repairs, and improvements upon real 
property, These loans, repaid on the monthly installment plan, 

* range from $2,000 for single family homes to $50,000 for dwell- 
ings designed for two or more families, In addition, for the 
purpose of either building, buying or refinancing a home, 
amortized loans up to $16,000 and not excecding 80 per cent 
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of the appraised valuc of the property are extended for a period 
of twenty years or less” Mutual insurance for long-term 
mortgages occurs through authority granted to the Adminis. 
tration to insure banks, trust companies, personal finance com- 
panies, building and loan associations, installment lending 
companies and other cligible financial institutions against losses 
through loans made in the field of housing.” Because of the 
protection offered by insurance, these financial institutions are 
now in a position to undertake loans for housing purposes at 
Cavorable interest rates. 


Subsistence Homestends—Resettlement Ad ministration 


(a) Subsistence Homesteads. The Federal Subsistence 
Homesteads Division of the Depaitment of the Interior, organ- 
ized 1n 1933, had for its purpose the redistribution of population 
primarily from industrial centers to newly created Subsistence 
Homesteads," ‘The latter received their name from the Lact 
that residential communities were to be created, with plots of 
land available for agricultural production. ‘The produce from 
this land, however, was to he sufficient for community needs 
and would not be thrown on the market to compete with other 
agricultural products, In addition to the family living gained 
from agriculture some provision was to be made Lor industries, 
either in proximity to the community or within the boundaries 
of the community. 

(8) Resettlement Administration, "The Resettlement Ad- 
ministration, organized in April 1935 under the Department 
of Agriculture, took over the work of the Subsistence Home* 
steads, and in addition has under its direction soil erosion, 





60 Federal Housing Adminitiation, Vote to Have the Mame You Want, Bullen 
PHLA, 703, U. S. Government Printing Office, June 1, 1936. 
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stream pollution, sca coast erosion, reforestation and forestation 
and flood control,” 

The housing activities of the Resettlement Administration 
can be classified into the following types: (1) Subsistence 
Homesteads; (2) Model Greenbelt Communities; (3) Farm 
Resettlement Projects. 

Subsistence Flomesteads arc puumatily organized for the pur- 
pose of rchabilitating stranded industrial populations, Eight- 
een of the 33 projects transferred last year (1935) from the 
Division of Subsistence Homesteads to the Resettlement Ad- 
ministration are now practically completed, and the 1,436 
houses which have becn built are all occupied.” 

Model Greenbelt Communities are being established adjacent 
to industrial suburbs for the purpose of encouaging decentrali- 
zation within the urban area, The Resettlement Administra- 
tion had planned to build four greenbelt towns: Greenwood, 
just south of Bound Brook, New Jersey, Greenbelt, Md., near 
Washington, D. C., Greenhills, near Cincinnati, Ohio, and 
Greendale, near Milwaukee, Wisconsin." 

Since the unfavorable decision (the United States Court of 
Appeals for the District of Columbia, May 18, 1936) with 
regard to the Bound Brook (Greenwood) test case, the consti- 
tutionality of these projects has been directly under question. 
Federal officials, however, have adopted the attitude that the 
decision affects only the Bound Brook project.” 

Farin Resettlement Projects promote the movement of farm 
families from poor to better land. “Fifty resettlement projects 
costing approximately 50 million dollars have réceived the 
approval of Comptroller-General McCarl. They will be located 
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in all of the forty-eight states, allhough no familics will be 
moved across state lines,” °° 

Projects are of two kinds: Agricultural communities consti- 
tuted from a block of adjoining farms, and “infiltration” areas 
in which farms will be scattered over several counties. The 
government will purchase the land from which the families 
will be moved and convert this land into forest, park or recrea- 
tion areas.” 


EvaLuation oF THE FiperaL ProcraM 


Al present much controversy cxists as to the value of the 
Federal housing program. Although justifiable criticisms can 
be made, it also must be recognized that despite the fact that 
the program is in its infancy, it has already made very definite 
contributions, Some of the points in argument are stated in 
the following paragraphs: 

(a) It has been pointed out that the Federal housing agen- 
cies are not centralized and that resulting confusion exists. ‘To 
some extent this is true. Many agencies in the housing field 
cannot avoid a certain amount of duplication of activities. In 
addition, the average citizen finds himself confused with the 
existing number of alphabetical organizations and decides that 
the whole system is too complicated to merit his attempting 
to understand it, What is definitely needed is simplification 
through some type of centralizing Federal housing authority. 


(4) Conflicting policies among the various organizations in 





0 Welfare Council of New York Gity, Housing Infomation Bureau, Monthly 
News Lette, January 1, 1936, ). 5+ 
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the housing field have been cited. For example, the Housing 
section of the Public Works Administration favors government 
subsidy. In contrast, the Federal Housing Administration 
functions through the channels of existing financial agencies. 
However, theoretically at least, these organizations serve two 
types of housing needs, the Public Works Administration 
specializing in low-cost housing which is not within the scope 
of the commercial builder and the Federal Housing Admin- 
istration enabling new construction to take place through exist- 
ing financial channels. According to the objectives of these 
two agencies and those of other governmental housing organ- 
izations, conflict should not exist. That it does occur is attrib- 
uted partially to the fact that familics which could afford to 
pay the market rates have been allowed to take advantage of 
subsidized housing, 

(c) It is stated that, in contrast to British policy, the Ameri- 
can housing program is of an emergency type, This is true to 
a certain extent. For example, the following are temporary 
organizations: the housing sections of the Resettlement Admin- 
istration, and of the Public Works Administration; also the 
Home Owners’ Loan Corporation and the Federal Housing 
Administration, Subsistence Homesteads as an organization 
has ccased to exist and the Reconstruction Finance Corporation 
no longer grants direct housing loans, In contrast, however, 
the following agencies have permanent organization: The 
Home Loan Bank System, the Federal Savings and Loan Asso- 
ciations and the Federal Savings and Loan Insurance Corpora- 
tion, Prior to the cxistence of these agencies, the financial 
market for housing loans had litle organization. As a result 
of their activitics home-financing charges have been reduced. 

(@) The constitutionality of the Federal Housing Program 
is questioned and a series of test cases have been entering the 
courts, The unfavorable decision (United States Court of 
Appeals for the District of Columbia, May 1936) with regard 
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to the Bound Brook, New Jersey, Community has given all 
the Federal Greenbelt Communities under the Resettlement 
Administration a somewhat uncertain legal status, On the 
other band, the New York City Housing Authority won a 
favorable decision (New York Court of Appeals, March. 1936) 
establishing the right to use eminent domain in the process of 
acquiring land for housing purposes. ‘These decisions illus- 
trate the fact that since some of the governmental agencies are 
the result of hastily drawn legislation and since governmental 
activity in the field of housing is still in its infancy, there is 
still much uncertainty as to what constitutes legal and illegal 
procedure, 

(e) The question has becn asked, “Who pays for govern- 
ment housing?” In Great Britain, the difference between 
economic rentals and those paid by the families living in gov- 
ernment-owned houses constitutes a government subsidy, funds 
for which are obtained through taxation. In the United States, 
it is a question of whether or not the people desire that govern- 
ment income from taxation be used for the purpose of provid- 
ing decent housing on a large scale for the families who cannot 
afford to pay market rates, In answer to those who object to 
this form of governmental procedure, it should be pointed out 
that che slum breeds disease and crime, and that if government 
funds are not used to reduce the amount of substandard hous- 
ing, some of these funds, at least, will be absorbed in increasing 
expenditures for criminal courts and governmental institutions 
of one type or another for the socially maladjusted, 

(f) The relatively few units of governmental housing com- 
pleted in the United States have been criticized on the basis 
that they are more luxurious and more costly than the British. 
Differences in climate must not be overlooked, however, In 
many sections of the United States, extremes of heat and cold 





0 "The government-owned Brush housing is subsidized ta about one third of the 
economic rental, and one of every ten of the population of London will soon be 
hying in London County Counell Housing.” Hottsing, June 1932, Vol. XX, No, 2 
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make central heat and refrigeration a necessity. In contrast, 
in Great Biitain, the weather permits low-cost housing of all 
types Lo be heated by means of fireplaces, and food to be kept 
in good condition without the necessity of refrigeration. 

A critical analysis of a governmental housing program has 
many different aspects. The few points which have been dis- 
cussed above, however, represent some of the more important 
phases of the problem. 


Furur: Trunns in Lanp PLannine ann Housina 


Undoubtedly we are only beginning to consider the possibili: 
ties of planning for both land and housing, Until very recently 
the United States has been a nation so occupied with the prob- 
lems of the physical fronticr that, with a few exceptions, no 
Jong-term planned community program seemed necessary of 
destrable. In response to the utilization of some new resources 
or to the influx of population, communitics and neighborhoods 
developed with amazing rapidity. Action was inspired by the 
immediate demands of the moment and the real estate pro- 
moter worked largely unimpeded by restrictions, 

The period of promotion dominated by frontier methods has 
passed, With its recession has come a recognition that building 
construction is no longer an emergency devclopment to be 
scrapped within a few years, Instcad, the new attitude empha- 
sizes that a building program is of a long-time character, with 
far-reaching results, Furthermore, the effects of inadequate 
planning or absence of planning have expressed themselves in 
congestion, thus providing a potent argument for re-planning 
of the community. In fact, blocks of slum arcas, producing 
their annual crop of human beings mentally and physically 
maladjusted, present tangible illustrations far more effective 
for slum clearance programs, than any amount of theoretical 
discussion, These indictments definitely point the way to the 
need for long-term planning in the community. 


= * 
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Such a program is asserting itself through the organization 
by communities of planning commissions, the adaption of 
zoning ordinances and the creation of municipal housing au- 
thorities. Undoubtedly, some of the basic problems of these 
organizations are to educate the citizens of the communily as 
to the canons associated with high standards of planning and 
housing, and a consideration of the functions of a zoning ordi- 
nance, from the point of view of the property owner, 

Today the average citizen is still woefully ignorant as to 
what constitutes good and bad living conditions within his 
community, Nevertheless, where local planning councils arc 
organized, and constituted by representatives of leading busi- 
ness and civic groups,” membership is sufficiently far-reaching 
to have broad educational results, When this council functions 
effectively, it creates a planning board, provided the community 
has not done so, and codperates with the board for the purpose 
of working out a community plan and gaining the interest and 
support of the members of the community in such a plan. 

It is worthy of comment that housing developments already 
completed or under process of construction by semiphilan- 
thropic or philanthropic institutions, by limited dividend 
organizations and by municipal housing authorities" are ex- 
amples of good housing standards, As a means of educating 
the average citizen as to what constitutes good housing stand- 
ards, these agencies are of immeasurable valuc. 

The eight Federal agencics previously discussed are con- 
cerned with real estate and housing problems, and in the course 
of their work are engaged in every phase of housing activity. 





70 Representatives of business and civiw groups inclide members of “chamber of 
commerce groups, manufacturers, merchants, labor organizations, real estate boards, 
women’s clubs, service clubs, taxpayers’ associations, neighborhood organizations, 
men’s clubs in churches, etc.” Heydecker and Shatts, Community Manning, p. 9 
Regigqnal Plan Association, New York, 1932. 

71 First houses in New York City, of which a few units ate completed and some 
stll under construction are of interest from the point of view that they represent the 
first proyect completed under the New York City Housing Authority, and this is 
New York's first public low-cost housing development constructed with relief labor. 
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They contact the average citizen for the mae of enabling 
him to procure money at relatively low rates for new housing 
construction and funds for modernization and refinancing of 
mortgages about to be defaulted. They protect his invest- 
ments in home-financing loan organizations through insur-, 
ance, Moreover, they provide new housing accommodations 
for him in the form of both small and multifamily types of 
dwellings, in some instances enabling him to move from a 
congested industrial area to a greenbelt community, Never- 
theless, despite all these activities, the work of these agencies 
has only begun, as the first of them was organized in 1932 and 
some of them came into existence as late as 1935. At the 
present stage of their development it is not possible to predict 
just what their future status will be, 

An outstanding difficulty is the existence of too many organ- 
izations, thus revealing the need of consolidation and a rede- 
fining of functions. The Wagner-Ellenbogen Bill, proposed 
by Congress, created a United States Housing Authority which, 
assuming responsibility for the work of some of the present 
agencies, would have provided for a long-time low-cost hous- 
ing program under Federal subsidy, Persons interested in low- 
cost housing urgently clesire that some legislation, perhaps in 
a modified form of the Wagner-Ellenbogen Bill, will soon 
receive consideration by Congress.” 

In summary, an effective housing program is impossible 
unless it is developed as part of the neighborhood or com- 
munity plan, Neighborhood or community planning neces- 
sitates a long-time program of rehabilitation and new construc- 
tion, Furthermore, such factors as the maintenance of land 
values, the reduction of social maladjustments and the ameni- 
ties of community living are dependent on such a program. 





78 The Wagner Public Housing Bill ($ 4424), introduced in the Senate on Apul 
3, 1936, passed the Senate, ‘Ihe comparable bill introduced in the house by 
Ellenbogen failed to pass because of the last-minute rush of business. 
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Cuarter VIII 
“INDUSTRIAL RELATIONS 
(i) 
The Trade Union and Economic Control 
Theresa Wolfson 


(No social order can expect to formulate any practical 
scheme of economic control and planning without facing 
frankly the problems of industrial relations. It is slightly 
more than a century since labor attained the right to organ- 
ize, since it was freed from the stigma of conspiracy, yeb 
very slowly has trade-unionism come to be recognized as a 
logical instrument for expressing the demands of organized 
labor.) Morcover, even in Great Britain, it was not until 
the latter part of the last century that organized Labor 
became genuinely interested in political affiliations as a 
method of cxeiting pressure in its behalf, "The American 
Labor Movement, meantime, under the leadership of Sam- 
uel Gompers was reluctant to scek its goals politically, 
Recently, however, the formation of Labor's Non-Partisan 
League scems to indicate a definite wend toward political 
alignment of labor, although this effort is harried by a 
division between craft and industrial unionism, 

As members of an interdependent society, advocates of 
trade unionism cannot escape the limitations imposed by 
capitalism; the demand for the services of workers is obvi- 
ously conditioned by the quest for profits, Beeause of 
unemployment and because of falling standards of work- 
ing conditions, capital has increased its control over urade 
unions since the depression, Supporters of trade union- 
ism must therefore realize that a united front can be 
obtained only when the aims and purposes of labor are 
in harmony with the activities of the state. The trade 
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union, in addition to being a “defense mechanism,” has 
“attempted to become the instrument of social change,” + 
but it can be such an instrument only providing there is no 
conflict between the immediate policies of unionism andl its 
general view on social change.*) Different gradations of 
capitalism will call for varying adaptations of trade union 
policy, and these adaptations will in turn be modified by 
the kind of state under which they aspire to operate. 
Under Fascism trade unionism bows before the majesty of 
the state, exchanging, involuntarily, uncertain benefits of 
an unrealized corporative state for freedom of gioup action. 
Under communism the trade union yields to the state on 
the presumption that the state and the workers aie iden- 
tical, Yet the supplanting of the trade unions by the state 
cannot in either instance settle the baffling problem of 
industiial relations, Any effective attempt to do so must 
take cognizance of the gioup interests which trade unions 
orice represented, These interests cannot be disregarded; a 
planned economy which tries to cling to capitalist incentives 
must reconcile these petsistent interests with its objectives 
intelligently and frankly/—F. M. 


HZ TRADE union is commonly defined as an organization 
Te workers for the purpose of improving the economic 
status of its members. Ittevolved as an aggressive instrument 
under modern capitalism whose object was the obtaining and 
tmaintaining of ccrtain rights and privileges, and its function 
in our economic society has varied with its strength. Undoubt- 
edly there have been various periods in its history when it was 
more than a defense weapon. In fact, in those few industries 
where the union was extremely powerful both as‘ to its mem- 
bership and its position of strategic control, the trade union 
became an instrument of economic planning and economic 
organization. 


1G. V. Portus, “The [Historical Role of iade Unionism" jn The Economic Record, 


P27, Vol. X, No. 18, June 1934. 
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Vol, X, No, 14, December 1934. > 
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Capitalism depends upon a policy of Jarssez faire, free com. 
petition, and the ability of business enterprises not only to 
compete fieely but also to obtain control of the market. This 
involves a contial of prices as well as of production, and Lor 
some industries it involves a guarantec of certain standards of 
quality. It is essential that business enterprises secure as com- 
plete control of a market as possible, stimulate a large demand 
for their commodities, and set a price that will enable them to 
maintain a customary level of profit or a margin above that 
customary level. The tradition of business enterprise has been 
one of definite opposition to the trade union, because histori- 
cally the powerful trade union has been the gadfly which would 
not permit indusury or the evfreprenear Lo expand too far or 
to attain too high a level of profit without at the same lime 
guatanteeing some share in that profit to the workers in the 
industry. In fact, the employer felt that he had vested interests 
not only within hus plant or factory, but also within the indus- 
try as a whole, the commodity market for which he provided 
goods, the labor market from which he secured his labor, and 
the government which he must influence and control in order 
to support his interests, 

The worker, on the other hand, must develop an economic 
instrument though which he may effect some measures of 
control over the wages, hours, and health conditions within the 
plant or factory in which he is employed, He must secure some 
control over the labor market of the entire industry in which 
he is employed so that there may be a parity of economic condi- 
tions affecting his fellow workers in other sections of the coun- 
try. Furthermore, he is deeply concerned with the prices of 
commodities which are sold back to him as a consumer, and 
last, but not least, he, too, is concerned with the policies and 
regulations of the state as they affect him, 

The trade union evolved a series of techniques to meet these 
problems: the closed shop, collective bargaining, the trade 


THERESA WOLISON 27% 


agreement, the union label, the strike, the boycott, political 
activity aid political parties. In the United States the influ- 
ence of the trade unions as instruments of cconomic control 
was limited by a number of factors. In only a few industries, 
such as coal, transportation, the needle trades, printing, and 
the building trades, were the untons ically effective in influenc- 
ing the development of the industry, In the other basic indus- 
tries such as stecl, aluminum, automobile, and tadio, the degree 
of unionization has been so limited as to make trade union 
control and influence negligible, 

During the War, to be sure, the trade unions were called 
upon to play a definite réle in the matter of economic control. 
Almost every industrial country depended upon their codpera- 
tion for the successful production of munitions, clothing, shocs, 
and other “sinews of war.” ‘The trade union was called in to 
function as a patiiotic member of society, to help each country 
successfully eliminate the irritations and cconomic losses of 
strikes, sabotage, and personnel difficulties in order to guarantee 
more effective operation of the war-time igdustrics. Even so, 
the number of strikes which occurred in the United States 
during this period far exceeded that in any other period in our 
history. In the interval following the War and preceding the 
prosperity era of 1927, 1928, and 1929, the national glorification 
of the trade union went up in the air like smoke, and the trade 
union returned to “normalcy,” 

In most European countries, except those that were political 
dictatorships, there had been a legal recognition of the rights 
of the trade union both preceding the War and following it. 
In the United States the legal status of the trade union was not 
really acknowledged until the establishment of the National 
Recovery Administration in 1933, following the hardships of 
the depression of 1929. Formerly the government had pro- 
tected unions from prosecution as illegal conspiracies through 
the Clayton Act of rorq and the Norris-LaGuardia Act, It 
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recognized the rights of workers in certain industries to repre- 
sentation in the activities of the War Labor Board and the 
Railway Labor Board. However, it was not until the estab- 
lishment of the NRA that the government stimulated union 
organization, not only for the purpose of collective bargaining, 
but also for activity in the control of production, stabilization 
of prices, elimination of competitive overhead costs, and other 
purposes, When the NRA was declared unconstitutional by 
the Supreme Court in 1935, the Wagner National Labor Rela- 
tions Act was passed to continue the state’s policy of accepting 
the legal status of the trade union. It is noteworthy that from 
August 1933 to August 1935 the American Federation of Labor 
showed an increase of approximately one million paid-up mem- 
bers, which is attributed to the NRA. On the other hand, 
there was an estimated incicase of some 300,000 workers in 
company unions in 376 plants during this period. ‘This was 
the obvious answer of employers to the policy of the govern. 
ment, since the company union is a union of workers within 
a plant, fostered ang! controlled by the company management 
and using none of the aggressive techniques of a trade union. 

What are the ways in which the trade union functions as an 
instrument of economic control? Although it depends upon 
a number of factors such as strength and leadership of the 
union and the economic conditions of the time, there are cer- 
tain lines of action and control which may be observed in any 
functioning and effective trade union, 


Propucrion AND Trap: Union Connon 


COne of the chief demands of our economic society is the 
Jproduction of goods, and the furtherance of that production 
requires an expenditure of time, energy, and technical ingenu- 
ity. Chief among the factors of production are the technical 
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experts who know “how to extract raw materials, 1¢fine and 
manufacture them, devise and operate machinery, organize 
working forces—in short, the men who know how to secure 
the principle of efficiency of economic effort. By applying the 
results and methods of science to the everyday work of the 
world, they have led the rapid advance in the technique of 
production of which we feel so proud.” Secondly, there is 
the enterpriser, or business man, skilled not in making goods 
but in making money, who actually subordinates the activities 
of the technical expert and controls them in the interests of 
profitable investments. 

However, even the entrepreneur is subject to the control of 
the money-lendets, The latter ultimately determine what prod- 
ucts shall be made, what localities built up, what labor em- 
ployed, They are concerned with “supporting prices of their 
securities on the Stock Market, maintaining profitable connec- 
tions with customers and financial institutions, planning divi- 
dends, keeping informed concerning the business of competi- 
tors, etc,” ® 

The individual workman cannot possibly influence produc- |v 
tion, He is generally ignorant of the state of his industry, the 
financial investment involved, the extent of competition, and 
the conditions of workers in other communities. He cannot 
bargain with his employer, nor has he the ability to check the 
other factors of production, As a member of a trade union 
he not only has a better bargaining ability, but he may acquire 
information otherwise available only to the employer, the tech- 
nician, and the bankers, and through this, if his union is power- 
ful enough, he can wield a controlling influence. 

Output constitutes one of the problems of production. In 
an expanding market there is need to increase it, and in a 





(WoC. Mitchell, Business Cycles, pp 32-37. National Bureau of Economic 
Research, New York, 1927. 
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diminishing market to curtail it, How does the average union 
influence output? In a non-union shop, the employer provides 
the capital, decides what to produce and how to produce it, 
provides a place of work, hires whom he likes, works any 
number of hours he likes within the restrictions of state legis- 
lation, pays wages in terms of the prevailing competitive mar- 
ket, uses any system of supervision that he may have conceived, 
dismisses workers or trains them in jobs in accordance with 
the practices of the industry subject to little control from any 
organization except that of state, or trade association, or the 
influences of competition with other enterprises in the same 
industry. In a union shop this control of the employer is 
checked through an agreement with the union which provides 
regulations and supervision on each of these factors, 

The trade union is concerned with increasing output if that 
increase results in improving the standard of living of its mem- 
bers by increasing their purchasing power and reducing their 
working hours. The American Federation of Labor in its 
March 1936 survey of business states: 


Today with the technical progress mace since 1929 we 
could create 4 national standard of living at least 6% above 
the highest ever reached in 1929. . . 

When production outsuips buying power, sooner or later 
the increase in production must stop for want of a market. 
When this happens men are laid off, profits decline, and 
depression follows, It 1s important for labor to recognize 
that the next depression begins here and now, while we are 
recovering from the last, 


In the past the trade union has devised a number of tech- 
niques whereby it has checked or increased production, de- 
pending upon the extent to which its members shared in the 
returns of industry, ‘In highly seasonal trades it was necessary 
for union leaders to authorize a policy of “go-slow” or “ca 
canny” —slowing down production deliberately in an attempt 
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to prolong the job, “Don’t work yourself out of a job” 1s 
an old slogan among workers, and even unorganized workers 
have learned the necessity of prolonging their jobs in any 
way possible, It is obvious that such a procedure adds to the 
overhead costs of the industry, but it happens to be a natural 
protective device of workers who are aware of the fact that 
their wages cease with the accomplishment of a specific jobe 

The present has therefore inherited the conflict between tech- 
nicians who are set to work to devise methods of increasing . 
production and decreasing labor costs, and the worker whose 
common sense warns him to prolong his job in any way he 
can.) The belt and the conveyor systems which contributed 
toward mass production are only a few of the tcchnological 
devices which took the decision as to the tempo of production 
out of the hands of the workers, Not only did these devices 
constitute a check on time malingering but they also radically 
affected the structure of the trade union itself, Workers be- 
came setmiskilled and unskilled in these industries as a 
result of mechanization, and the union had to assume an 
industrial as well asa craft pattern, 

On the other hand, there have been instances where the 
union itself has taken the initiative to stimulate production and 
increase the efficiency of its members, Such an example is to 
be found in the efforts of the Amalgamated Clothing Work- 
ers in Baltimore to guarantee certain gains to a plant which it 
had unionized. It was not because of a friendly feeling for 
the employers, but because of the needs of the situation that 
the union placed its workers under an cfficiency system set up 
by their own efficiency experts in order that the factory might 
be able to compete more effectively with nonunion producers 
in the same market. This action was carried out to reduce 
the unit costs and yet maintain the high wage levels of the 
union, 

» Collective bargaining is essentially a process of establishing 
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workers’ participation in the control of working conditions, 
According to William Green, president of the American Fed. 
eration of Labor, it is defined as a “procedure based upon the 
principles that those concerned by decisions should have a voice 
in their making.”* The trade agreement between the em- 
ployer and the union, emanating from the process of collective 
bargaining, is really a body of law governing the industry, and 
constitutes the chief implement of control. Lmployers may 
bitterly object to sharing such control with “outside organiza- 
tions,” but the union having an agreement with the employers 
sets up an elaborate machinery to insure efficient representation 
in the shop or plant. A shop chairman is the “basic cell” of 
the union’s executive policies; he is the clected agent of the 
workers to execute the decisions of the union. With the aid of 
a shop committee either duly clected or appointed he assumes 
control of personnel problems involving gricvances among the 
workers, adjusts those grievances with the management, pre- 
serves harmony among the workcrs, sees to it that working 
conditions such as sanitation and ventilation and lighting are 
maintained and improved where necessary. However, the 
most important function of the shop chairman is to carry out 
the economic policies of the union with reference Lo wages, 
hours, division of work, overtime, and so forth, Frequently 
the shop chairman collects the dues for the union. ‘This prac- 
tice is common to many unions, and in such unions as the 
Teamsters and Chauffeurs, the Hotel and Restaurant Workers, 
the Barbers, and the United Mine Workers, the practice of the 
“check-off” is written into the trade agreement between the 
employers and the union, giving the union chairman the right 
to collect dues at the office of the employer where wages are 
paid, 

The control of production which the effective shop chair 
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man may have is Lo be found in his authority to start and shut 
off the electric power in the plant. In most plants this control 
of power is the prerogative of the foreman. In closed shops, 
the shop chairman may stop overtime work by deliberately 
shutting off power, To be sure, this right is exercised under 
union direction and is not generally arbitrarily assumed, In 
the garment industry and millinery industry, the shop chair- 
man may supervise the distribution of work and, particularly 
in slack seasons, may eliminate overtime work on “rush” orders 
in order that all workers may have an opportunity to earn 
something. In a shop or plant where workers are paid on 
a week-work basis the shop chairman has no control over 
wages. ‘The minimum wage rate is usually fixed by the union 
and the employer. In industries where picce work is the basis 
of payment, the shop chairman is usually a member of the price 
committee that negotiates with the employer on specific rates 
for specific tasks, 

The “sit-down” strike illustrates a device used to arrest 
production, for the purpose of furthering cither union recog- 
nition or to realize an increase in wages or a reduction in 
working hours. Usually this kind of strike involves a tempo- 
rary cessation of work with the workers remaining at their 
machines. When the sit-down strike extends over a period 
of a month as was the case in the carly part of the year 193%, 
in the automobile industry in Flint, Michigan, it involves a 
consideration of such legal concepts as trespassing on private 
property and the impossibility of sustaining production with 
substitute labor. The sit-down strike may be an extremely 
effective weapon for delaying production because the enforced 
idleness of a small group of workers strategically placed 
throughout the plant, will completely paralyze not only the 
activity of this plant, but also that of the subsidiary industries 
dependent upon its products, The legal interpretation of this 
device as expressed by the injunction granted by Judge 
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Gadola, of Flint to the General Motors Corporation is espe- 
cially significant, in that such a strike 1 Involved definite ires- 
passing upon private property. The ‘workers, represented by 
the union, contended that they were not abusing private prop. 
erty but merely expressing their vested interest in the right to 
ajob. Thus the right to strike and picket had been recggnized 
by this state as a means of protecting the interests of the 
worker, 

In many plants personal disputes between workers arc han- 
dled by the shop chairman, The difficulty may be solved by 
the transference of workers from one part of a room to another, 
or, as in the case of an habitually tardy worker, by the issuance 
of a reprimand in the interest of the morale of the shop. The 
shop chairman has supervision over most of the factors of pro- 
duction in a closed shop: labor personnel, wages, hours, and 
general working conditions. Frequently a temporary cessation 
of work, or stoppage, must be called in order to bring pressure 
to bear upon the employer. 

The shop chairman, therefore, executes the decisions of the 
union, and must act as an administrator of justice to boot! 
He is not compensated for his activilies except where time is 
lost in special negotiations; in that event the union reimburses 
him, or the workers themselves voluntarily contribute to repay 
him for effort expended in their behalf and for wages lost, It 
is important to remember, however, that the union’s control of 
production is limited by the degree of its strength, just as the 
influence of a single firm is limited by the amount of competi- 
tion in the field, 


Apyustmenr or Come.amnrs sy tne Union Maciitnery 


In nonunion shops, personal dissension, conflicts with the 
foreman, and disputes over wages are settled by the personnel 
director, the foreman, or some other representative of the man- 
agement. Invariably, lesser irritations and complaints can be 
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amicably settled whereas complaints involving wage cuts or 
wage sates or workiig hours are determined arbitrarily by 
the employer, A detigion not to accept the employer's policy 
may result in a stuike and the consequent loss in profits and 
wages. Under the machinery set up by the National Labor 
Relations Board decisions are fought out in the courts, which 
presupposes a long period of delay and the extraordinary costs 
involved in legal warfare. 

In a union shop there is generally established machinery 
for settling disputes. The shop chairman is the first to hear 
complaints and the first Lo attempt to adjudicate them. Those 
which he cannot settle are taken up by the business agent of 
the union and through him referred to an impaitial chairman 
or arbitrator paid by both the employer and the union. 

In 916, a record was Kept of industrial complaints in the 
waist and dress industry of New York for a period of six 
months, There were 2,372 complaints reported during this 
period, the largest number of which were due to violation of 
the prescribed hours of labor; the next largest were concerned 
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with miscellaneous cases of noncompliance with the decisions 
of the impartial chairman. The other complaints involved , 
disputes over prices, uncqual division of work, claims for un: 
paid wages due, alleged discrimination against workers, unjus: « 
tifiable discharge, and so foith. 

In the men’s clothing industry similar machinery has bye” 
set up to consider complaints and to adjudicate difficulties, ‘ 
The pattern of arbitration machinery is shown above, * 7 

This type of voluntary arbitration of difficulties within tf the 
industry tends to minimize the costs incident to strikes ang’ 
sabotage. Where the industry is completely unionized it offers 
the employers a competitive equality so far as Iabor costs are 
involved, and places responsibility for discipline upon the 
union as well as upon the employers. 4 

Frequently the trade agreement between a union and an 
employing group scts up arbitration machinery of a temporary 
nature. The recent building service strike in New York City 
(1936) resulted in this type of settlement. The board of arbi- 
tration set up was given the power to arbitrate on wages, hours, 
and personnel problems arising from the strike. The success 
of the board, however, depends upon the good will and good 
faith of the employers and the representative of the union, 

All too frequently the very machinery which is established 
to preserve peace in the industry may become an object of 
attack by both employers and the union, ‘The Building Trades 
employers of New York City were organized in 1903 in a 
United Board of Building Trades to deal with representatives 
of the building trades’ unions. Practically all of the building 
contractors of the city were in the employers’ association, An 
arbitration plan was proposed to eliminate strikes and destroy 
the power of the business agent of the union, who had become 
a powerful factor in controlling both the union and the em- 
ployers. The Arbitration Board was made up of two repre- 
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sehtatives from each employers’ organization and two from 
each union endorsing the plan. In the event of a dispute be- 
tweenuinion and employer the question was to be submitted to 
‘the Executive Committee of the Arbitration Board. The case 
could be carried further to the General Arbitration Board if 
‘the decision was unsatisfactory. If no decision was reached, a 
committee of four, two representing the employers and two 
‘the ®orkers, was to be drawn from trades unaffected by the 
disputes. If the employer refused to obey the decision of the 


Arbitration Board he was to forfeit the bond deposited for’ 


good faith." 

However, the union rejected this plan and the employers 
called a lockout, Subsequently strikes were declared against 
igcividual employers and settled by individual agreements, 
The Employers’ Association, on the other hand, organized dual 
unions in the building trades, which would play ball with 
them. The chief feature of the Arbitration Board to which the 
unions objected was the fact that it eliminated the business 
agent of the union from participation in decisions, The busi- 
ness agent had been the most powerful agent of the organized 
workers, and although he had been charged frequently with 
taking graft, he did suecced in improving wages and maintain- 
ing certain standards of employment which were important to 
the workers, (The concept of 2 permanent arbitration board to 
settle disputes within a specific industry has been accepted by 
the government today) Both the Guffey Coal Act and the 
Railroad Labor Board provided machinery for settling indus- 
trial disputes by representatives of the union, the employers, 
and the public. 


Tux Travy Union anp Conror or Worninc Hours 


The reduction of working hours in American industry may 
be attributed in part to the activity and pressure of the trade 
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union. Mechanization has preceded and fallawed each suc. 
cessful move for the shorter working day and the shorter work 
week, However, the trade unions’ policy to reduce the num- 
her of working hours is of a picce with its allempt to secure 
control of the job, to increase wages, and to better working 
conditions. The movement for the ten-hour day of the carly 
4o’s and the subsequent national movements for the cight-hour 
day constituted one policy in which all unions could unite, 
The increased tempo of production and the subsequent increase 
in productivity necessitated a united attack on the length of the 
working day and the working weck and a demand for extra 
payment for overtime work, ‘This movement was crystallized 
in the pattern of the National Industrial Recovery Act, where 
maximum hours were established for industry partly as a meas- 
ure for spreading work among more workers and partly as a 
measure for improving the standard of living. 

When the codes were signed for individual industrics it was 
the well-organized trade union that was able to exert its influ- 
ence to reduce working hours even below those of the NRA 
maxima, The International Ladies Garment Workers Union, 
the Amalgamated Clothing Workers, the United Mine Work- 
ers, and others were able to insert maximum working hours 
ranging between 35 and go hours a week in their industries. 
Similarly the disintegration of the NRA machinery and the 
weakening of its influence resulted in the lengthening of the 
working day in unorganized industries, whereas unionized in- 
dustries have fought bitterly for cach inch of ground they 
gained with the aid of the NRA. 

The abolition of the twelve-hour day for steel workers did 
not emanate directly from union activity; although the Amal- 
gamated Association of Steel Workers dramatized the long 
workday and fought for its elimination, they were and are 
far too weak to influence the policies of the United States Stecl 


VILERESA WOLFSON 283 


Corporation, Mechanical improvements undoubtedly made it 
feasible for the industry Lo become humanitarian in that respect. 


‘The agitation in the 1930’s for the establishment of the 
thirty-hour week either by legislation, trade agicements, or 
codes, was but the concurrent descendant of the ten-hour 
movement of 1820-1890 and of the eight-hour movement 
developed by Ira Steward and George I, McNeill between 
1860 and 1885, 

Labor’s theory of short hours had been carried futher 
by the 1930's than during the roth century but its essential 
elements were evolved during the roth century controver- 
sics:—to wit, that available work should be divided among 
all the workers through shorter hours; that higher hourly 
eatning can be paid as hours are shortened, thus maintain- 
ing or advancing the workers’ standard-of-living, if the 
basic reason for reducing hours is increasing per capita 
productivity; and that the worker is entitled to increased 
leisure as one of the benefits due him fiom the increased 
efficiency of industry® : 


Tin Trane Union anp Contrron or Waces 


The trade union has undoubtedly been a potent influence in 
increasing the level of real wages of workers in organized in- 
dustry, It is a well-known fact that workers in unorganized 
industry find their wages considerably increased by the threat 
of unionization—or by the upward pressure of the level of 
wages in unionized plants in the same industry. In fact the 
whole history of the trade-union movement in the United States 
has been an attempt to force real wages lo rise—commensurate 
with increased productivity ard increased profits. Since the 
traditional emphasis of the unions affiliated with the A. F. of L. 
has been upon. the skilled worker—it is not surprising to note 
that the average wages of skilled workers are higher than those 
of unskilled workers, The skilled worker has becn also favored 
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in the past by his relative scarcity. However, where unioniza- 
tion exists, the unskilled or semiskilled worker who finds 
himself in the trade union also benefits by the union’s con- 
trol over the labor market and its trade agreement with the 
employer. 

The wages of skilled workers in the hosiery industry rose 
sharply from 1924 to 1929, and in the latter year they were 
$14.00 a week higher than in 1923. Unskilled workers received 
but small increases during this period, and in 1929 their earn. 
ings were nearly $3.00 a week lower than in 1920, The Amer- 
ican Federation of Hosiery Workers was undoubtedly respon- 
sible for the gains of the skilled worker, The theory of the 
“economy of high wages” has always been sponsored by the 
American Federation of Labor. It was first enunciated by 
Samuel Gompers and was taken up by his successor, William 
Green: high wages mean increased purchasing power—in- 
creased purchasing power means increased profits and pros- 
perity. The theory of lowering the cost of production by 
reducing wages has always been attacked by the trade-union 
movement. Even industrialists and government officials ‘have 
acceded to this theory particularly in a period of prosperity, 
However, the prolonged depression following ty30 has been 
accompanied by sharp reductions in wages and an adherence 
to the old capitalist philosophy that one pays no more for labor 
than he is forced to pay. This trend was responsible for the 
incorporation of the minimum-wage standard in the codes and 
the attempt to crystallize in the minds of the employers the 
lesson that low wages mean decreased purchasing power. 


In the depression of r9ar wage cuts were advocated carly 
in the depression to liquidate labor costs, In 1930-31 they 
were opposed both by the government and by leading em- 
ployers, in the hope that the maintenance of wage earners’ 
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incomes would furnish a market for products and help busi- 
ness recovery. In xgar they were inauguiated long before 
business had icached a dangerous position. In 1931 they 
became common only after a large number of businesses 
had taken heavy losses. . . It is not strange that the ultimate 
necessity of cutting wages arouses doubts whether high 
wages in themselves would guarantee a market for in- 
dustry.” 7° 


The downward trend of wages during the depression of 
1931 first became apparent in unorganized industries. The 
wage cults in the steel industry, accompanied by widespread 
unemployment, started the movement for the lowering of 
wages. Subsequently, the incomes of white-collar workers— 
also an unorganized group—were drastically reduced. In a 
study made in Ohio, it was found that the incomes of sales 
employecs in mercantile establishments suffered a shrinkage 
of 32%. ‘The shrinkage of wages in public utilitics was approx- 
imately 35%. However, in the well-organized needle trades, 
the hosiery industry, and the printing industry, the wage rates 
dropped very little, although mounting unemployment un- 
doubtedly affected the real income of the workers in these 
industries. 

The policy of the trade union to standardize wages on a 
national basis and avoid the variations that are generally ac- 
counted for in different sections of the country by lower or 
higher costs of living, is an important factor in maintaining a 
fairly uniform standard of living for trade-union members 
regardless of geographic areas. To be sure, there has been a 
definite migration of plants in the needle-trade industry, in 
the textile industry, and in the hosiery industry from urban 
to suburban areas in an effort to avoid the higher wage standard 
imposed by the trade unions; but the policy of the aggressive 
trade union is to follow up this migration and ‘assume the 
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responsibility for organizing the unorganized workers in the 
suburban area, The accusation has been made by employers’ 
associations that high labor costs of industry are responsible 
for the movement to rural areas, which tendency has been 
most prevalent in those industries where capital investment is 
comparatively small. This contention necessarily implics that 
consumers’ goods industries are able to move mare easily than 
producers’ goods industries, However, the relocation of these 
industries, which is motivated by a desire to take advantage 
of the differentials in labor costs, lower taxes, or cheaper rent 
is challenged by trade unions. The expressed policy of trade. 
union officials in women’s clothing, men’s clothing, boot and 
shoe and other industries that have becn affected by such move- 
ments has been to intensily their organization activily and spare 
no effort in raising the wages of workers in suburban arcas, 
with the result that they no longer become competitive [actors 
with the organized workers in urban areas. This unionization 
of the semiruzal worker is in the nature of things of slow proc- 
ess, but there are examples of signal success. 

While the trade union has always boasted that a higher-paid 
worker guarantecs greater skill and efficiency to the industry, 
the employer, on the other hand, has answered that challenge 
with increasing mechanization of industry and disintegration 
of skills, Hence, there is much truth in the statement that the 
aristocracy of labor that was fostered by the American Federa- 
tion of Labor through its policy of organizing skilled workers 
is undoubtedly being rapidly undermined. The formation, 
following the 1935 convention of the American Federation of 
Labor, of the Committee on Industrial Organization, for the 
purpose of aiding the organization of unskilled and semiskilled 
industrial workers, marks an awareness on the part of the more 
progressive elements in the trade-union movement that an 
answer must be made to the program of mechanization and the 
bitter objections to unionism, which employers have fostered. 
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This need on the part of the trade-union movement to meet 
the changing nature of industry was met in part by the Ameri- 
can Federation of Labor through the formation of councils, 
which attempt Lo codrdinate the organizing efforts of several 
craft unions in one industry. For example, the Rubber Work- 
crs Council, formed in June 1934, was followed by the creation 
of the Automobile Workeis Council, the Aluminum Workers 
Council, and the Optical Workers Council, However, juris- 
dictional disputes between the old craft unions tend to cripple 
any attempt at effective trade-union organization. Whereas 
craft membership increased 13% in 1935 as compared with 
1933, the increase in four industrial unions affiliated with the 
A. FB, of L, is estimated at 132% during this period, and the 
semi-industrial unions such as brewery, clothing, pottciy, pulp 
and paper, reported a total membership increase of 126%."* 

The statement that the standard of living of a trade-union 
worker is higher than that of the unorganized worker has 
undoubtedly been true where the organization has been able to 
maintain a strategic hold on the labor market for the industry. 
But the increasing technological changes, and the introduction 
of new processes, which result in greater numbers of scmi- 
skilled workers, make it very difficult for the trade union to 
maintain that standard. 


‘Tur Trane Union anp Convrror or UnrMpLoyMeEn't 


A systematic and scicntific control of unemployment has 
been of minor importance in the past history of American 
economic life, The tendency to regard the frontiers of Ameri- 
can industry as limitless has heen responsible for an attitude 
of indifference on the part of industry and government toward 
uncmployment, For quite some time, trade unions have main- 
tained programs of unemployment benefits for their mem- 
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bers. Thus in 1929, twelve international unions of the Ameri- 
can Federation of Labor made systematic provision for unem- 
ployment relief of their members. Usually this provision was 
made on a basis of telief granted by the local union, rather 
than as a program of insurance for which the cmployers 
assumed some responsibility. There have been some programs 
set up under trade-union agreements in which both the employ- 
ers and the unions assumed responsibility for unemployment. 
The wallpaper industry was one of the earliest industries to 
set up a joint fund guaranteeing employment at least 11 months 
in the year. In zg12 the agreement guaranteed 45 weeks of 
employment at full pay and 5 weeks at half pay. Another 
important unemployment control plan, in the nature of a 
scheme to guarantee employment, was set up in 1921 between 
the International Ladies Garment Workers Union and the 
Cleveland Garment Association. This plan obligated the em- 
ployer to “guarantee his regular employecs 20 wecks of full 
employment in each 6 months or in lieu of this, to pay 2/3rds 
of the minimum wages for the period during which he fell 
short of the guaranteed 20 weeks, except that no manufacturer 
was liable for more than 74% of his direct labor payroll dur- 
ing each six month period,” ’* Although the plan was subse- 
quently changed somewhat, it is interesting to note that six 
of the joint unemployment benefit plans were established in 
the clothing industries. 

The second largest program of unemployment control was 
set up between the Amalgamated Clothing Workers of Amer- 
ica and the Chicago men’s clothing industry, including pro- 
visions for the-preferential union shop, a well-organized union 
employment office from which the employers agrecd to obtain 
their labor, and an unemployment benefit scheme. Further. 
more, the unemployment benefit scheme was in the nature of 





18 Bryce Stewart, Unemployment Benefits in the United States, pp. 363-371. 
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a markey@ithe to which the employers and employces con- 
tributed. ‘Thus, between the period May 1923 and May 1930, 
$6,420,251.82 was paid into this fund, while benefits paid out 
totalled $5,209,141.21, This industry was responsible for estab- 
lishing similar plans for unemployment insurance in Rochester 
and New York City. Unemployment benefits were also spon- 
sored by the United Cloth Hat and Cap Union, the Amalga- 
mated Lace Operatives, and some local cleaners’ and dyers’ 
unions. It is significant that the trade unions involved in these 
schemes of joint unemployment insurance covered some 63,500 
workers in 1928, and that most of these insurance schemes have 
held their own even during the depression following 1930. It 
must be said that the movement for Federal legislation con- 
trolling unemployment emanated largely from trade-union 
pressure, and many of the provisions incorporated in the Fed- 
eral Social Security Law arise from the experience of uncm- 
ployment insurance schemes set up by the trade unions, 

(A number of trade unions have attempted to check the 
ravages of technological unemployment by the adoption of the 
dismissal wage.) ‘Thus the Amalgamated Clothing Workers 
first worked out the policy of the dismissal wage in its Chicago 
market because of the introduction of the cutting-machine 
which tended to eliminate many skilled cutters from the trade. 
The union established the principle of giving a lump sum to 
the dismissed worker which would enable him to undertake 
some form of vocational rehabilitation. This sum was.con- 
tributed jointly by the Manufacturers’ Association and the 
union. More recently the Railway Labor Unions secured a 
dismissal agreement for employees thrown out of work as a 
result of railway consolidations and mergers, The agreement 
provided a scale of dismissal wages ranging up to one year’s 
salary for employecs who were in service 15 years or longer. 
In addition, payments are to be made to workers who incur 
expenses in moving to new jobs, including living expenses for 
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the uansfer period. Workers who suffer lossts in the sale of 
their homes as a result of such loss of job will also be compen- 
sated by the railroad companies.”* 


Tum Trave Union and ApPRENTICESIUP 


The entire history of the skilled worker in the Amezican 
trade union has been maiked by a projection of the old guild 
standards of concern with the “learning period” or apprentice- 
ship, Necessity of contiolling the influx of workers into a labor 
market so that the supply will not be greater than the demand 
is a recognized policy of the craft union, The relative scarcity 
of the skilled worker was responsible in part for the high wages 
he could command, The union assumed definite responsibility 
for limiting the number of apprentices in a specific industry 
and in many instances conducted special classes or schools for 
young workers in order that they might learn the intricacies 
of a particular skill, The New York Typographers’ Union is 
an outstanding example of a union which has for many years 
assumed the responsibility of controlling the number of appren- 
tices to be admitted to the printing trade, At the same time it 
operates a school enabling them Lo secure their initial training. 
This school is subsidized in part by the employers, and the 
apprentice sccures his practical experience by working in the 
printing plants of union employers, 

To be sure, the rapid mechanization of inclustry has tended . 
to make of the apprentice a comparatively negligible factor, 
particularly during the Jast depression when the surplus of | 
skilled workers made it almost impossible for young men and 
women to break into these industries requiring special skill. 
The union has also been aware of a tendency on the part of 
employers to label workers “apprentices” and pay them an 
apprentice wage where such workers were actually doing the 





18 A. F. of L Weekly News Service, May 23, 1936, 
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work of full-fledged skilled workers. Under the codes, differ- 
entials in wages for apprentices were provided, and many 
plants took advantage of this fact by hiring workers as appren- 
ticcs for a designated term of apprenticeship, only to discharge 
them at the end of the period and engage new workers “to 
learn the trade.” Where the trade unions were particularly 
articulate there was a sharp criticism of this policy and an 
attempt to stop the practice. 


Tine ‘Trane Unton anp ‘tie SoctaL Lire or tz WorKER 


It is not within the province of this article to discuss in detail 
the extent to which the trade union has assumed responsibility 
for the social life of its membership, but it should be pointed 
out that trade unions have established health centers, educa- 
tional departments, dramatic groups, and athletic activities for 
their members, partly as a technique of maintaining union 
solidarity and partly as a means of satisfying the nceds of work- 
ers in communities that have failed to assume these obligations. 

Whether the trade-union movement in the United States 
should oppose increased governmental activity in the fields of 
collective bargaining, unemployment insurance, regulation of 
wages and hours, and conditions of employment is a moot 
question. Historically, the policy of the American Federation 
of Labor has been to depend primarily upon its own member- 
ship strength and to ask little from the government, Yet there 
is no doubt that because of workmen’s compensation, hour 
legislation, safety devices, and other benefits established by 
the government, the worker’s status has been improved and 
the trade-union movement itself has been strengthened. ‘The 
NRA also tended to strengthen the position of the trade 
unions. 

Qn the Continent, increasing state control of the economic 
and social life of the workers tended to weaken the militancy 

, of the trade unions, This situation, accompanied by the increas- 
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ing domination of monopolistic industry, was patly re- 
sponsible for the appearance of the totalitarian state and the 
concept of state supremacy. ‘Collective bargaining and the 
strike cannot exist in a dictatorship. The trade union, there- 
fore, in both Germany and Italy has become a sort of anachro- 
nism, a vestigial remnant of political democracy and competi- 
tive capitalism.’ Trade unions in Germany and Italy are legal 
organs of the state, with leaders appointed by the state to 
carry out the economic policies of the state. In Fascist Italy 
today the Courts of Labor (Magistratruro del lavoro) dictate 
the conditions of employment and the wage agreements and 
also settle disputes arising from these agreements. The three 
judges who constitute the Labor Court are state officials, There 
are no representatives of the rank and file workers on these 
tribunals. The functions of the old trade union have been 
wiped out. 

In Germany the National Socialist Party dissolved all trade 
unions and employers’ associations, and created the German 
Labor Front, a single union of workers, employers, and middle 
class, a type of mass organization subject to the will of the 
political dictator. All woiks-councils within the factory were 
abolished by the Law of January 20, 1934, relating to the regu- 
lation of national labor. Factory legislation, covering wages 
and hours, emanates from the regulations of the employer 
which in turn are dictated by the state, Whereas in Italy the 
trade union exists in name, in Germany the trade union has 
been completely abolished. 

In Russia the trade union prior to the development of the 
Communist State played a comparatively unimportant réle in 
the economic life of the country. On the eve of the World 
War, Russian trade unions had a membership of approximately 
50,000. The Russian political state today is one in which the 
entire emphasis is upon the welfare of the worker, and trade 
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unions are sanctioned and dstered by the government, The 
adoption of the Five Year Plan in Russia in 1928 implied an 
intensive industrialization program dependent upon the codp- 
eration of the workers, The trade unions are used to maintain 
discipline among the workers, to supervise and control their 
work, and Lo spur competition between factories within an 
industry. Conditions of employment and wages are deter- 
mined by the Commissariat of Labor, after consultation with 
the Commissariat of Finance and the Central Council of Trade 
Unions. ‘The entire function of the trade union is executive 
in nature, since the factors of profit-making and the features 
of capitalism responsible for the development of the trade 
union as a defense mechanism for workers is not in the Rus- 
sian economic picture.) 

The trade union as an instrument of control in our economic 
life must depend upon the extent to which the industry and 
the community permit it to function and also upon the strength 
and vision of its leaders, The rdle of the union in American 
life has been constructive for the most part. The accusation of 
racketeering and gangsterism may be valid in isolated instances, 
but that is true of our whole social fabric. Were it not for the 
trade union, the American worker would have no effective 
weapon with which to secure for himself the fruits of technical 
progress and abundant natural resources, It may, in the future, 
play an even more important réle in the economics of American 
industty. 
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"Government Control in Labor Relations 
Lois MacDonald 


Government intervention in labor relations in the United 
States has occurred by such indirect and unrelated means 
that it cannot in the aggregate be called a system designed 
for social control. Traditionally, the opinion persisted that 
any interference on the part of government endangered the 
freedom of both employer and worker, Yet,teven when 

/this attitude of Jaissex faire prevailed, government was 
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messed into action in labor affairs. Conspiracy actions 
against the cally unions brought one arm of government 
mito detion, Later, when suits against organized labor 
under the anti-trust laws were substituted for conspiracy 
actions, political pressure from various sources resulted int 
the passage of laws to protect the workman's standard of 
life. In many other cases government agencies or govern. 
ment executives have interestect themselves in labor dis- 
putes; courts have used injunctions to deal with strikes, 
boycotts, and pickcung. ‘These activities of government 
have varied greatly, reflecting efforts of particular groups 
to achieve their ends through governmental means. 

Recent events have accelerated the activity of government 
in labor affairs: incteasing insecurity of workers in a 
highly integiated mass production system, inequality of 
workers in bargaining for wages and working conditions, 
moie general public knowledge of the social effects of un- 
resuuained competition in the labor market, and the wide- 
spread effects of labor conflict under madein conditions 
have tended to break down earlicr attitudes. Years of de- 
pression have quickened the process immeasurably, and 
have greatly increased governmental intervention) The 
activities of government undertaken by New Deal policies 
are not new in themselves, (They have hecn previously 
applied piecemeal in protective laws, in action of executives 
and of courts. The chief difference is that within the last 
few years something resembling a pattern or a system of 
government-labor relations has heen emerging, Its imme- 
diate future will depend on the attitude of the Supreme 
Court; its ultimate future on the strength of those persons 
interested in achieving a complete system. Both politically 
and economically the issues tend to be increasingly related 
to the general problem of social control?—I, M. 


Hx EFrorts of government to achieve control in the ficld of 

labor have not been conceived and executed according to 
any rational plan. They are rather haphazard results, deter- * 
mined largely by the pressures of various groups which have 
tried to influence government action. The nature of such pres- 
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sure has varied from time to time, clepending on the economic 
conditions of the period and the ability of a particular political 
group to press for its own ends, or Lo resist pressure from some 
other groups seeking different ends.’ In the Calonial period, 
for example, government cdicts partly determined wages and 
hours of work, as well as prices and quality. The decisions 
were largely in the interest of the agricultural group, powerful 
both as producer and consumer. With the rise of industrialism 
came the extension of the laissez-faire policy of no interference 
in business by government except in such matters as laying 
tariffs, or seeking money grants in the pursuit of transportation 
facilities, The interest dominant in this change was that of the 
rising industrialist, wishing to enjoy the fruits of free compe- 
tition, and to impress his point of view on the agencies of 
government, 

Workers under the new conditions began to organize them- 
selves into unions, and to press for reforms through legislation, 
Humanitarian groups urged the passage of laws to protect the 
workmen. Employers met most of these efforts with great 
resistance, turning to the common-law doctrine of conspiracy 
to invoke the agency of law against the organizing workmen, 
and consistently fighting the passage of labor legislation of 
any sort, 

By degrees resistance in some quarters has broken down, 
Employers have on some occasions admitted the advantage of 
mild types of regulation to bring competitors into line, and the 
organized strength of groups secking assistance from govern- 
ment has increased. Thercfore, the frontier of government 
control has been pushed forward. Although government has 
no such absolute power to set up objectives, to make decisions, 
and to enforce them as would obtain in a “planned economy” 





1 [Tarwood 1. Childs, Pressme Groups and Propaganda, American Academy of 
Pohtical and Social Science, Philadelphia, 1935. A description of some af the 
activites of pressure groups, 
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under either a Fascist or a communist state, the influence of 
government in labor affairs is varied and far-reaching, * 

"there is, however, no formal pattern, The development of 
the relation of the government to labor is in a large meas- 
ure the story of the conflicts of many interests and desires, 
Most of the steps have been taken after arduous debate, and 
often after bitter controversy, The following sections will 
undertake to outline the chief features of the efforts of govern- 
ment to scl up measures of control. The process by which the 
measures have been undertaken and also the chief obstacles 
encountered will be part of the story, 


Unpertyine Princreiis 


American government rests on a system postulating the 
existence of the right of every man to life, liberty and the pur. 
suit of happiness, a theory in harmony with the accepted 
thought of the eighteenth century. Translated into simple 
terms it means that “eternal justice can be attained only by 
observing the happiness of the individual.” Moreover, as man 
is “naturally endowed with free will and discernment to know 
good from evil,” his chief natural right is to pursue his happi- 
ness as he chooses, with no interference, A system of political 
liberty will include as much of such “natural” liberty as pos- 
sible, and as little restraint as possible. 

From this attitude toward liberty and restraint arose claims 
to three primary rights: the right of personal security, the right 
of personal liberty, and the right of private property. The 
practical legal instruments created to protect these rights are: 
first, a man is free legally to make or to abstain from making 
contracts, but contracts, when made under the conditions of 
freedom, are sacred; second, legislation is not to deprive a man 
of life, liberty, or property without “duc process of law”; third, 
an elaborate range of practices which are designed to protect 
property. When, however, in the exercise of these “natural 
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rights,” a person transgresses the rights of another, or when 
his actions produce conditions unfavorable to the “general wel- 
fare” of society, government may interfere, These basic prin- 
ciples are interwoven in the legal processes by which govern. 
ment has sought some measure of control over labor, in both 
the legislative and judicial fields. 


InrormMAL Con'1RoLs 


Speaking rather broadly, it may be said that government 
influences labor through the medium of informal controls, «A. 
system of public education, for example, offers an indirect 
i method of setting forth certain attitudes which may affect the 
behavior of young people when they become wage earners or 
employers.) A theory of democratic government may promote 
a desire on the part of workmen lo achieve “economic as well 
as political democracy.” A government committed to religious 
freedom may foster, indirectly, the inculcation of acceptance of 
things as they are as evidence of « divine will, things to be 
endured for the present for the sake of a better life after death; 
or religious freedom (or sometimes persecution) may multiply 
"the number who find a religious basis for their rebellion against 
conditions as they are, 

The exact calculation of such indirect means of control is 
obviously impossible, Their significance in labor-government 
relations lics in the influence they exert on social and economic 
thought, thus making up the cnvironment in which govern- 

+ mental institutions are themselves seeking means of control, 
either by breaking old concepts, or by setting up new ones, 


‘Format Conrros 


Government exercises formal control in labor affairs through 
three agencies: (1) Law-making bodics; (2) executive and 
+ administrative officers “of government, who see that laws are 
put into operation; (3) courts, whose functions are to admin- 
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ister justice and to interpret laws, insuring that lawmakers and 
executives do not go beyond their powers. The area of legiti- 
mate interference (control) on the part of these groups is de- 
fined in written constitutions and in the practice which has 
been followed by courts in determining what the constilutions 
mean. Here the courts perform a double function, since they 
are often defining their own range of power. 


Control by lawmaking 


‘Legislative bodies are besieged constantly by interested groups 
who want laws passed to control some aspect of labor rela-! 
tions.) The proposed laws are opposed by groups who belicve 
that their own interests, or the interests of society with which 
most groups tend to identify their own, will not be served by 
government control, The sum total of laws passed reflects not 
so much the will of the legislatures to achieve a certain end by 
voting an instrument of control as the will of the most effective 
pressure group. 


Legal powers of legislative bodies 


{The technical powcr of American legislatures to interfere 
rests on certain constitutional grounds. Under the Federal Con- 
stitution, the states grant to Congress power to pass laws in 
specific and limited fields, reserving broad powers of legislation 
for themselves, ‘Ihe Federal government, for example, has sf 
attempted to regulate the labor of children by passing a national 
child labor law, invoking its power to regulate interstate com- 
merce. That law was declared unconstitutional,Yon the ground 
that the law regulated manufacture within the states, which 
was not within the power of Congress. The same end of regu. 
lating child labor was attemptcd again, this time resting the 
Jaw on the power to tax. That, too, the Supreme Court held un- 
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constitutional,® because it made use of the taxing power in order 
to regulate a condition within the states. More recently, use 
of another power, that of amending the Constitution, has been 
urged to permit Congress to control the labor of children 
throughout the nation, The Jabor features of the National 
Industrial Recovery Act, which will be discussed later, were 
also invalidated by the Supreme Court, when the whole law 
was thrown out, Regulation of some aspects of labor condi- 
tions in interstate transportation has been upheld under the 
power to regulate interstate commerce, but power to regulate 
in general is presumably impossible as long as the attitude of 
the Supreme Court is that indicated in the Schechter’ Case, 
which declared the NIRA unconstitutional. 

Most labor laws have been passed by state legislatures. The 
exact limits of state interference are not set out explicitly. 
Legislatures are prevailed upon to pass a labor Jaw." After 
the law is operative, those who wish to contest its validity may 
test the law in court. Finally, a court of opinion renders a 
decision as to whether or not the law is constitutional, In 
general, courts then give consent to the powers of legislatures. 
It is admitted that the states may legislate to protect the health, 
morals, safety and general welfare of the citizens, The free- 
dom of individuals may be curbed, if the courts agree that 
interference with personal liberty is legitimate, The usual test 
is the relation of the law to one or more of the above, con- 
ditions of the citizens. If legislative action can be justified on 
such grounds, then it is constitutional, or consistent with “due 
process.” If not, then it is not agrecable with “due process,” 
and the point of control sought will not be permitted. ‘The 





® Barley v. Drerel Fusnume Co, 259 U. S. 20, 40 Sup, Ct, ad9 (1922) 

4 Schechter Corp. v. United States, 295 U.S. 495, 58 Sup. Ct 837 (1935). 

SJohn M Clark, The Social Control of Business, University of Chicago Press, 
Chicago, 1927, Sce Chapter XI for an extended discussion of the interielations 
of economic and legal interpretations. For legal discussions, consult Ernst Freund, 
Standards of American Legislation, University of Chicago Press, Chicago, 1917. 
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record of court decisions on labor cases gives ample evidence 
of the diversity of opinions as to what constitutes legitimate 
interference by the states." 

The history of labor legislation is replete with the wreckage 
of laws that have been passed but have been held to be unwar- 
ranted interference, or which represent efforts Lo control be- 
yond the allowed limit. State laws have had a relatively casier 
history than Federal, although there are a large number of 
instances in which state laws have been invalidated. When- 
ever the Federal government has acted, the Supreme Court 
has been inclined to hold the field of labor legislation the 
province of the states (except in clear cases of interstate com- 
merce, and those have been few), State laws have had to pass 
the test of legitimate interference with the constitutional guar- 
antces of freedom. No person may be deprived of his life, 
liberty, or property without “due process of law.”’ 

These guarantees of freedom are broad and very general. 
They rest on the assumption that there exists a considerable 
amount of ability on the part of individuals to control their 
environment. In applying the legal doctrines growing out of 
these principles to matters of interference with labor relation- 
ships, the courts have tended to construe them rather literally, 
This has meant that the avenue of legislation has becn closed 
to certain types of control advocated by those believing that 
legal “equality and freedom” was not a realistic picture of the 
labor-employer bargain over terms and conditions of employ- 
ment, 

The significant fact about these limitations from the view- 
point of control is that over a period of time they have been 
applied in many different ways. Change is an indirect result 





°}.M, Clark, op, cif. p. 193. Also, Ernst Freund, The Police Power, especially 
Chapters I, 1, XI; and W, W. Cook, “What Is the Police Power?" in Columbia 
Law Review, Vol. 7, No. 5, pe 342. 

T Roscoe Pound, “Liberty of Contract,” in Yale Law Jownal, Vol. XVII, No. 7% 
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of agitation on the part of labor and other groups, Publicity 
has been given to changing conditions and the need for new 
ways of action. “By a slow process, the changes are reflected in 
\ the interpretation of laws as set forth by judges, and laws held 
to be unconstitutional at one time come later to be permitted.) 


Patterns of legislative control 

In spite of the limitations discussed abave, there is a consid- 
erable body of labor legislation on the statute books. Labor 
organizations have agitated for such laws; other organizations 
with a humanitarian interest have likewise exerted pressure 
for the passage of protective laws; some few employers have 
favored labor laws to biing theu competitors up lo a standard 
or to prevent the spread of radical ideas among workers, The 
acute situation during the depression has sharpened the force 
of these groups, so that the recent rate of growth in the number 
and scope of the laws has been rapid. 


Protective laws 

‘One group of laws is designed to control conditions of labor 
in order to protect workmen from injurics, illness, and other 
hazards of the job. Laws relating lo sanitation, safety, child 
labor, and hours of labor, are of this type. These conditions 
are subject to control on the theory that the machinery of frec- 
dom of contract cannot protect the worker sufficiently to insure 
his working under satisfactory conditions. From 6ne point of 
view, these matters might be treated as nobody's business but 
the workers’, But from another, they are considered matters 
of “public interest,” since it is argued that society has an interest 
in the health, the working efficiency, and the general welfare 
of the working population, Conditions held to impair the 
welfare of the worker to the extent of injury to general welfare 
are subject to social control.) 

Another type of protective law is concerned less with the 
maintenance of standards of work than with compensating 
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workers who have suflered from existing conditions, For 
example, workmen's compensation legislation is designed to} 
protect the worker against Lotal loss of income as a result of 
injues suffered while at work by providing that industry 
bear a share of the cost; old-age pension laws are designed 
to relieve the incidence of impecunious old age. The goverrt- 
ment exerts conuol through these forms of legislation on the 
theory that the welfare of socicty will be advanced. It might 
be argued that workmen should protect themselves by demand- 
ing from their employes some form of accident insurance or 
company pension. The fact is, however, that workmen have 
not been in a sufficiently strong bargaining position to do this, 
Therefore, with the welfare of large numbers of people at 
stake, government is urged to cxercise its prerogatives of 
control, 

When these Jaws have been considered by courts, the process 
has been usually to examine the connection between the wel- 
fare of the population and the conditions touched by the legis- 
lation. If the courts decided that the connection was reason: 
ably close, the laws have been upheld, Otherwise, government 
control has been denied. 


Hours of labor 


Legislation controlling hours of work has attracted more 
attention over a long period of years than almost any other 
type in the field of Jabor. The immediate appeal of such laws 
has varied, emphasizing at one time the need for preserving 
the health of workers, at another the need for leisure in order 
that workers may become good citizens, or may have a chance 
to enjoy life, During the depression of the 1930's, the shorter 
work day was proposed as a solution to the unemployment 
problem, Prior to the NIRA, no matter what the reason 
for introducing the law, the ultimate appeal as the laws have 
gone before the courts has usually been to the effect on the 
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health and welfare of a substantial number of citizens of the 
hours worked, Only on that basis could the extension of 
government control be rationalized. 

The Federal government has legislated on hours in a few 
instances. It has passed laws for its own employees, for work- 
ets in interstate transportation, and has made some attempts, 
mostly unsuccessful, to regulate those working on government 
contracts, The NIRA provided for general regulation of 
hours through industrial codes. This was not permitted by 
the Supreme Court. In the future, general regulation of hours 
in manufacturing within states is likely to continue a state 
function, There has been considerable agitation over the Black 
Bill, a Federal proposal to establish a general thirty-hour week. 
The American Federation of Labor announced that it would 
throw its forces with the movement for the passage of the bill, 
although it was apparent that, in the light of the Schechter 
case, the probability of its being declared unconstitutional, if 
passed, was very great, 

Control of hours by state laws has become generally accepted, 
although many legal battles have been fought to establish it* 
Laws regulating hours for women workers have had more sue- 
cessful careers in the courts than those which apply also ta men. 
Limiting hours limits freedom of contract, Limiting the free- 
dom of contract of women has been allowed, since it is said 
that women are physically weaker than men, and, as “mothers 
of the race” their health is of greater concern to society as a 
whole. It is also argued that women are not in trade unions 
to the same extent as men, and that their ability to bargain effec- 
tively for themselves is limited. These reasons may not be 
entirely accurate, but they have served as convincing talking 
points in courts and legislative halls, 





8 Francis B. Sayre, Cates in Labor Law, Warvaid University Press, Cambridge, 
1923, Chapter XVUH contains excerpts of important court cases dealing with 
protective Jabor legislation, Sce atso Stein, Raushenbush and MacDonald, Lador 
and the New Deal, Ch Ill, FS, Crofts & Company, New York, 1934+ 
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Controlling wages by legislation 


(Wages, although the subject of more numerous and more 
bitter conflicts between capital and labor than any other, have: 
been dealt with less often and less successfully than any other 
matter in the history of labor legislation’ in the United States. 
This is due parUy to the established and accepted tradition in 
English and American law as to the fixing of prices, cither by 
combinations of business men or by organizations of workers, 
‘The opposition to any collective action was transferred to apply 
to interference by government in the payment of wages. Argu- 
ments advanced against such interference have been on the 
ground of not “interfering with the laws of supply and 
demand” or with the workmen’s right to make any wage 
contract that he pleases. 

The opposition has becn led by employers who have resisted 
wage legislation with all the strength at their command, The 
American Federation of Labor, fearing the effect on the unions 
of too much government intervention, has been lukewarm to 
any wage legislation which was designed to set minimum rates, 
though it favored the passage of Jaws compelling the payment 
of wages at certain specified times and places, and requiring 
that wages be paid in cash. A number of such laws have been 
passed, 

The important laws dealing with the problem of setting 
wages are concerned with minimum wages. The early mini- 
mum-wage laws were state laws and applied only to women 
and minors, As with the hour laws, a clearer case for control 
of wages for those groups can be established, because they are 
usually low-paid and are said to have a relatively weak eco- 
nomic position as bargainers, , 

Even so, the power of government to control wages of 
women was denied. The first minimum-wage law in the 
United States, a Massachusetts law of rgr2, applied to women 
and carried no penalty except “piteous publicity.” Other states 
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followed this lead, some of them making a violation of the 
law acrime. An Oregon minimum-wage law was upheld by 
the state supreme court" as a legitimate use of police power. 
An appeal to the United States Supreme Court resulted in a 
4 to 4 vote, since Justice Brandeis, who, prior to his clevation 
to the Supieme Court, had helped prepare the Oregon brief 
in favor of the law, did not vote, This sustained the law and 
established the power of government, cither directly or through 
a board, to set. a minimum wage for at least a section of the 
wage-earning population, 

This power was short-lived, hawever. A few ycars later the 
minimum-wage law of the District of Columbia came before 
the Supreme Court,"® and was declared unconstitutional, In 
its majority opinion the court maintained that the Woman’s 
Suffrage Amendment, giving women the right to vote, indi- 
cated that women were equal with men before the law, that 
the law was too vague to be applied, and that it did not con- 
sider the question of whether or not the employer received a 
fair amount and quality of work for the wage paid. 

From this decision until carly 1933, mandatory minimum 
wage laws for adult workers were cleadl issues. What remained 
was the possibility of sctting minimum wages for minors and 
the application of noncompulsory laws, The issue was revived 
in 1933 when the depression had Iced to serious and widespread 
wage cutting, A number of states passed minimum-wage laws 
in that year, in spite of the previous attitude of the Supreme 
Court. The revived movement for government-set minimum 
wages came to a climax when minimum-wage provisions were 
included in the NIRA, Minimum rates were fixed at first 
in a blanket code and were later replaced by rates in each of 
the industrial codes, These rates were to apply to both men 





© Stettler _v. O'Rata, 69 Ore, 519, 139 Pac, 743 (1914), 243 UL S. Gap, 37 Sup. 
Ct. 475 (1917). 
10 Adkins v. Childien's Hospital, 261 U, S. 525, 43 Sup. Ct 394 (1923). 
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and women, The decision in the Schechter Case ended this 
chapter of the history of wage control by the Federal govern- 
ment, The decision in the Tipaldo Case,'* invalidating the 
New York State minimum-wage law, reverted to the situation 
obtaining after 1923 when the District of Columbia law was 
held unconstitutional. 


Federal security legislation 

Entrance of the Federal government into the field of social 
security is the most significant recent development in protective 
legislation. Widespread unemployment during the depression 
has focussed attention on the problem of insecurity. Much agita- 
tion on the subject resulted in the passage of the Federal Social 
Security Act in the summer of 1935." The Act sets up an 
elaborate system of Federal aid to states which have, or will 
pass, laws providing old-age pensions, care of dependent chil- 
dren, maternal and child health, and vocational rehabilitation 
of physically disabled or blind persons, States having unem- 
ployment insurance laws will receive Federal assistance for 
administration, A tax on payrolls is levied, but the payer of 
the tax may credit against this 90 per cent of the amount paid 
into a state fund. In addition, a Federal old-age annuity system 
is created, 

This law is rather a means of encouraging states to pass laws 
to take advantage of Federal assistance than the definite social 
security program which many people had been led to expect. 
Initiative rests with the states on the two important matters of 
unemployment insurance and old-age pensions, It is possible 
that this law may continue in effect for years and there will be 





11 Morehead, Warden, v. ‘Trpaldo, 298 U. $, —, 86 Sup, Ct 918 (1936). 

The Monthly Labor Review, September 1935, pages 570-598, contains an 
outline and discussion of the Act. A detailed discussion of the merits and demerits 
of the Act may be found in the Hearings before the Committee on Ways and 
Means, House of Representatives, 74th Congiess, tst Session, IIR 4120. A_ spirited 
attack 15 the Soca! Seewity Bill, a pamphlet published by the National Association 
of Manufacturers, 
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no significant change within some of the states. It was hoped 
by those who framed the law that the strong emphasis on state 
activity would tend to render moie probable a favorable opin. 
ion as to its constitutionality. ‘The law is unwieldy, vague, and 
cumbersome. It has many ciitics, some of them warm advo. 
cates of social security legislation. But if it is upheld by the 
courts, it will represent a forward step in that it establishes a 
precedent for Federal action in a field which heretofore has not 
been dealt with, either by Federal or state governments, in a 
broad and comprehensive program covering the major types 
of insecurity. 


Laws controlling industrial disputes: defined in statutes 


In addition to creating protective laws, governments inter- 
yene in labor relations to set up laws to control conduct and 
procedure in industrial disputes. While the function of apply- 
ing the laws rests with the courts, the laws themselves indicate 
the extent and type of control sought by those pressing for 
their passage. These statutes are of two sorts: one defines the 
conduct permissible undet the circumstances of the controversy, 
and the other sets up agencies to which either or both parties 
may appeal, 

A number of states have passed laws limiting, or defining, 
the power of state courts in issuing injunctions in labor dis- 
putes. An Arizona statute forbade the issuing of injunctions. 
This law was declared unconstitutional.’ Other laws have 
forbidden picketing and a few have prohibited strikes. ‘The 
use of blacklists and yellow-dog contracts by employers is Lor- 
bidden in a number of states. Many states exempt the activi- 
ties of unions and employers from state anti-trust laws. 
A few have adopted laws to protect the union label. Anti- 
syndicalist laws passed by some states have served to outlaw 
radical unions, and to hamper the less radical ones, 





19 Tuax v. Corrigan, 257 U. S, 312, 42 Sup, Ct 124 (1gar). 
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Federal statutes have likewise attempted to define lawful and 
unlawful action within Federal jurisdiction. The most sig- 
nificant of these are the Sherman Anti-Trust Act (1890), the 
Clayton Act (1914), and the Nortis Act (1932). ‘The former 
was used extensively to curb the activitics of labor organiza- 
tions when they fell within the definition of restraint of inter- 
state commerce, The exact application was a matter of court 
decision and was not set out in the law itself’ Two labo 
provisions of the Clayton Act (Scctions 6 and 20) were de- 
signed to clarify the law as il applied to labor combinations 
and to regulate the issuance of Federal injunctions in disputes 
over terms and conditions of employment. Here, again, court 
interpretation of the meaning and application of the law ren- 
dered it of little importance in changing the preéxisting status 
of labor activities" The Norris Act, limiting Federal courts 
in issuing injunctions and making changes in procedure, has 
not been operative sufficiently long to show permanent results. 

From the viewpoint of control, these legislative actions have 
not been of great significance, Fora period of years, the appli- 
cation of the Federal anti-trust laws to labor unions appeared 
menacing; unions were sued, and their officers and members 
were held responsible; many devices of unions were outlawed 
by application of the laws to particular cases. Yet the existence 
of laws which courts might use to curb labor tactics has 
brought about very little change in union activities, 


Mediation, conciliation, and arbitration 
In the past, organized labor and employers in the United 
States have been skeptical toward the réle of government in 





44 See Cdward Berman, Labor and the Sherman Aet, Umper & Brothers, New 
York, 1930, for a discussion of the point of view that Congiess did not intend the 
law to apply to labor, Ifo: the opposing opinion see A. E. Mason, Organised Labor 
and the Law, Duke University Press, Durham, 1925. 

25 Theie aie a number of cases, the most important of which are: Duplex v. 
Deering, asq U.S. 443, gt Sup. Ct. ra (1gar) and Bedford Cut Stone Ca. v, 
Jou neyman Stonecuiters, 274 U. S. 3% 47 Sup. Ct, 522 (1927). 
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settling disputes under terms laid down by law, and both have 
fought movement in that direction, Mediation and. concilia- 
tion may be purely voluntary matters, but there has been a fear 
that these would be one step in the dircetion of compulsory 
settlement. ‘The Federal government since 1913, and some 
states {rom an carlier period, have had rather loose arrange- 
ments for mediation and conciliation. The conciliation agents 
of the United States Department of Labor cnter a dispute at 
the request of one or both parties, Their suggestions may or 
may not result in a settlement; they have no power to enforce 
a decision. A number of states have passed statutes setting 
up similar services. 

Prior to the New Deal legislation, the most complete activity 
of the Federal government in setting up machinery for control 
of labor disputes was in connection with workers on interstate 
railroads.’® Since 1888, legislation with some features of medi- 
ation and arbitration has been in force, though not always in 
actual use. By degrees the scope of the laws and the machinery 
for carrying out their provisions have been increased, At al- 
most every point a labor dispute concerning railroad workers 
can he dealt with and perhaps settled by machinery set up 
under the law. This development has been accompanied by 
efforts of workers in well-organized railway unions to protect 
their own interests, to bargain with the roads, to make use of 
the law when possible, and to agitate for change when it seems 
necessary. 

Two states, Colorado and Kansas, have experimented with 
laws setting up compulsory machinery for settling disputes. 
The Colorado law (1915) forbids strikes and lockouts in indus- 
tries “affected with a public interest,” pending a commission’s 
investigation of the difficulty. If both sides agree ta abide by 
the decision, it is binding. Otherwise a strike may be called, 


10 Tiwenticth Century Fund, Labor and the Government, New York, 19355 
Chapter VIII. 
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but picketing is forbidden. The Kansas statute (1920) set up 
a plan for compulsory arbitration of disputes in industries 
affected with a public interest. Strikes, picketing, and boy- 
cotls were forbidden in those industries, The Industrial Court 
had power to fix rates and define conditions of employment. 
Defiance of the Court’s decision constituted a criminal act. 
This law fell into disuse after the wage-fixing powers of the 
court were held unconstitutional.’’ Neither of these experi- 
ments has been copied by other states, and their influence has 
not been of special importance, 


New Deal legislation for settling disputes 

The novelty of New Deal legislation is not so much in the 
basic principles of control which it sets up as in the application 
of old practices, which had been applied piccemeal in the past, 
to a vast area of economic activity."* Railroad legislation, con- 
trol of labor relations during the World War, and many less 
extensive efforts arc the experiences out of which the labor 
provisions of the NIRA evolved. Presidential intervention, 
investigation, mediation and conciliation of disputes through 
specially created agencics have been employed. Although the 
term arbitration has been used less than compliance, arbitration 
‘proceedings also have been instituted. 

The President stated constantly that the ideal toward which 
he was striving was “self-government” in industry, The agen- 
cies for self-government under the NRA varicd. The basic 
one was the code authority, set up by trade associations to 
administer the terms of the code, Labor representation on 
these authorities was resisted by cmployers and was therefore 
very rare, In connection with some code authorities, special 
labor relations boards were set up to deal with labor problems 





17 Wolff Packing Company v. Gourt of Industrial Relavous. 267 U. S. 55a, 
45 Sup. Cte aq (1945), 
18 Twentieth Century Fund, op, cit, Ch. VIL. 
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as they arose. ‘The Industrial Relations Board of the Textile 
Code Authority was one of this sort. It, too, was under the 
direct control of the employers. The labor provisions of most 
of the codes were to be enforced by “compliance boards” with 
national, state, and local offices. These boards heard cases in 
which it was claimed that companies had violated the pro. 
visions of the different codes as to wages, hour's, and conditions 
of work. In theory the decisions were binding on the em- 
ployer, but in practice enforcement was difficult. 

The most serious disputes arose over the meaning and appli- 
cation of Section 7a, the collective bargaining clause of the Act. 
Inclusion of this clause spurred many labor leaders to deter. 
mined efforts to extend their unions. Many employers were 
busy strengthening their company unions, forming new ones, 
or denying the right of any but individual bargaining to their 
employees. To deal with conflicts arising out of this situation, 
the National Labor Board ’® was appointed, as part of the 
NRA. The National Board in turn set up regional and 
local boards, Many cases were referred, but the Board had 
great difficulty in settling the more important ones, It had no 
legal power to initiate court action against offenders, As soon 
as it attempted a rigid enforcement, employers went into court 
to test the power of the Board. 

It was evident that some other plan was necessary. In the 
spring of 1934 Senator Wagner introduced a bill entitled the 
Labor Disputes Act. The bill provided for a National Labor 
Board, separate from the NRA, a board with legal power to 
enforce its decisions, It was to have power to hold clections 
to determine the representatives of labor's own choasing, to call 
in witnesses, to call on the courts for assistance in carrying out 
its purposes, Those submitting disputes were to abide by the 





1° For discussion of these agencies sce Loiwin and Wubmy, Labor Relations Board 
GBrookings Institution, Washingtan, 1935), and ‘Twentieth Century Bund, ofn eff, 
Chs, IX and XIV, ‘ 
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decisions. It outlawed the company union and favored the 
closed shop, Opposition to the bill was great and it failed to 
become law. Just before Congress adjourned, a Labor-Disputes 
Joint Resolution was passed, This resolution provided that the 
President appoint an impartial board which would “investigate 
issues, facts, practices, and activities of employers and em- 
ployces” in disputes arising under Section 7a. The board was 
given power to conduct a secret election to determine the repre- 
sentatives of labor, and to set the rules for such an election, 
President Roosevelt appointed the National Labor Relations 
Board, which took the place of the National Labor Board, It 
operated only indirectly as part of the NRA, and was respon- 
sible to the Secretary of Labor. The twenty regional labor 
boards continued to operate, as under the old plan, if the new 
Board so desired. 

In addition to these bodies, there were the Labor Boards 
established in separate industrics, such as the stecl, the auto- 
mobile, and the textile boards, After the Schechter decision, 
this network of boards, although technically apait from the 
NRA, had nothing to enforce, since section 7a was no lénger 
law, 


The National Labor Relations Act 


In spite of the adverse decision in the Schechter case, Con- 
gress again legislated in the field of control of industrial rela- 
tions soon thereafter. The National Labor Relations Act, a 
revision of the 1934 Wagner Labor Disputes Bill, but applying 
to those industries classified as interstate, became law on July 
5, 1935. The law is intended to define more specifically labor's 
right of collective bargaining. It attempts to provide more 
adequate means of dealing with problems which arose under 
the former agencies. Section 7a is re-enacted. Employees 
“shall have the right of self organization, to form, join, or 
assist labor organizations, to bargain collectively through repre- 
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sentatives of their own choosing, and to engage in concerted 
activities for the purpose of collective bargaining or other 
mutual aid or protection.” A new National Labor Relations 
Board is cicated. It is not a “representative of interests” as 
was the carly National Labor Board—it is an impartial tribunal, 
This Board has authority to procecd against employers when 
their “unfair labor piactices” may lead to industrial unrest, 
with the necessary eflect of obstiucting the free flow of inter 
state commerce, Such unfait practices are: interference with 
workers in the exercise of ther rights under the law, forma- 
tion and financial support of any labor organization, discrimi- 
nations with iegaid to hire or tenure of employment, and 
refusal to recognize the right of labor 1epresentatives to collec. 
uve bargaining, 

In general, the law follows a tendency common to New Deal 
legislation, that of setting up central authorities to supervise 
and control the functioning of economic institutions. The 
labor boards, operaung as adjusting agencies in labor relations, 
dealt with adjustment of disputes which would lead to strikes. 
Most of the disputes were finally resolved into questions of 
collective bargaining, and the recognition of the union, 

The efficacy of these control agencies was limited on the 
one hand by the uncertainty of their powers and the inability 
to find means to enforce decisions; on the other hand, there 
was the nature of the controversies with which they had to 
deal, Disputes concerned the right to hire and fire, workers’ 
selection of “representatives of their own choosing,” and coer- 
cion into a company union. The old agencies had to rest 
almost entirely on mediation of disputes; the new law makes 
possible a wider field of adjudication. 

The law establishes the principle of majority representation, 
although provision is made for an individual or a minority 
to present grievances. The proper collective-bargaining unit 
—the craft, the plant, or any subdivision—is to be decided by 
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the Board, which has power also to investigate and gain access 
to all pertinent information, Voluntary arbiuation is provided 
for, with power of appealing decisions to the courts. It is 
stated directly that nothing in the Act shall deprive workers 
of the right to strike, 

The Act has been ctilicized on a number of grounds and 
questions of its constitutionality have been raised. Its sponsors 
sought to avoid the difficulties emphasized in the Schechter 
decision. The improper delegation of power was avoided by 
the appointment of a semi-judicial body, somewhat like the 
Federal Trade Commission, to administer an act which lays 
down rather specific directions as to principles and procedure. 
Also, it is clearly intended that the power of the Board shall 
extend only to those disputes which involve interstate com- 
merce, 

In spite of these precautions, however, a controversy over 
constitutionality has been raised, The Liberty League’s “Com- 
mittce of 58 Lawyers” condemned it as unconstitutional, Other 
informal legal opinions have held the opposite view. 


The attitude of labor 


Organized labor in this country has usually opposed govern. 
ment interference. It has favored protective laws for women 
and children, but has looked with disfavor on extending the 
laws to include male workers, Opposition to laws involving 
mediation or arbitration of disputes has been emphatic. Part 
of this opposition has grown out of a fear that benefits by 
government action would rob the unions of their basis of appeal 
to new members, Another reason is a very real distrust of 
arbitration proceedings, with the right to strike threatened, 
either in reality or by implication. The fear is unallayed even, 
when there is no legal compulsory feature after investigation 
or arbitration, because delay in calling a strike often means a 


. 
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strike either cannot be called, or, if called, is last. Also, to 
strike against an arbitration board award, even where it is legal 
to reject it, brings down a storm of criticism on the head of the 
union, no matter how just the cause, Labor feels that an em- 
ployer may often be able to break the terms of an award in 
secret, but that labor's actions are of necessity carried out in pub- 
lic. Gompers summed up this opinion by saying, “... The 
kernel of all this species of legislation (arbitration laws) is a 
desire to prevent strikes by punishing strikers.” 

This attitude has undergone a change during the NRA 
period. “The American Federation of Labor hailed the new 
legal status given by Section 7a as a great gain to labor. In 
spite of the evident breakdown at many points, and much 
criticisms from some labor quarters, the official attitude on the 
new Labor Relations Act is that it “marks the beginning of a 
new chapter in the history of American Labor,” This change 
may have far-reaching influence in the development of labor 
relations under government auspices, Its significance will be 
discussed at the end of this chapter. 


Contron sy Execuvive INrERvEn tion 


‘With the development of large-scale industry the problem of 
strikes and labor disputes loses its local character.? Strikes of 
7 railway workers, or of coal miners, affect a large number of 
persons directly involved in the industry, But they also involve 
thousands of other people who may find themselves without 
fuel or the necessities of life,? 

Therefore, government executives have intervened to effect 
settlements, Governors of states have frequenuly acted in 
strikes within their borders, urging mediation or arbitration, 
calling conferences, or using coercive tactics such as injunctions 
‘and troops. The most effective intervention by executives has 
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been the increasing activity of the President.” The great pres- 
tige of his office and the broad scope of his powers give to the 
President unusual opportunities to lake action, when it appears 
that an industrial dispute is having wide social repercussions. 

Such setilement as an executive is able to accomplish may be 
sought by a variety of means, Usually the end sought is the 
termination of the strike. Often this involves an investigation 
and publication of facts, Usually such investigation is made 
on the ashes of a strike. At other times intervention may be 
less concerned with strike settlement than with maintenance 
of law and order during the dispute, This is usually accom- 
plished by sending troops into a strike area, or the executive 
may urge the issue of an injunction, 

The motive for executive intervention to avert or to termi- 
nate a strike may bé the pressure of public opinion, and the 
desire to preserve order; or it may be the pressure of one of 
the interested partics. Usually unions have turned to the ex- 
ecutive more readily than employers. Petitions for troops, 
however, have their origin with employers rather than work- 
ers, The exact policy in these negotiations depends on the 
particular philosophy of an executive officer, as well as on the 
immediate situation which he may seek to influence. 

Presidential interference began with the Pullman and rail- 
way strike of 1894 when Grover Cleveland received an injunc- 
tion to end the strike, and sent in troops to enforce it, In the 
next decade Theodore Roosevelt interfered with an anthracite 
coal strike, and appointed a commission to investigate condi- 
tions. In speaking of his legal authority to act in bringing 
about a settlement, Roosevelt wrote, “There was no duty what- 
ever laid upon me by the Constitution in the matter, and I had 
in theory no power to act unless the Governor of Pennsylvania, 





20 See Edward Beiuman, Lato: Disputes and the Prosulent of the United States, 
Columbia University Press, New York, 1927. 
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or the legislature, if 1 were in session, should notify me that 
Pennsylvania would not keep order, and request me as com- 
mandei-in-chief of the United States to intervene and keep 
order.” * 

Obviously, this legal basis has not been given in the numer- 
ous instances when the President has intervened, Nevertheless 
the rate of intervention has increased, It reached a high point 
during the World War, when former President Wilson as- 
sumed very broad power to adjust industrial disputes, 

President Franklin 1D. Roosevelt has used his office with 
something of the old war-time power of the chicl executive 
to take action, In the spring of 1934, for example, he took a 
personal part in preventing strikes in the steel and automobile 
industrics, His help was sought, but was withheld, at the 
time of the general textile strike in September of that year. 
Instead, an investigating committee was appointed, ‘The strik- 
e1s were requested by the President to return to work on terms 
laid down by the Committee, The President has constantly 
called employers and unions into conference when disputes 
have been imminent or while they were in progress. 

An evaluation of the total effect of executive intervention is 
difficult, Spokesmen for labor groups agree rather generally 
that intervention by sending in troops or by injunctions has 
been fatal to the ends sought by Jabor, Mediation and arbi- 
tration efforts have been less directly disastrous to labor's ends. 
However, it has been pointed out that in such instances, the 
chief pressure is to obtain a settlement at all cosis. Often the 
costs are too great, or the executive is unable to make the con- 
tracting parties live up to their agreements, Whatever the 
exact results, this type of control of labor relations seems likely 
to continue because the struggle to organize workers into na- 
tional unions and to apply legislative devices such as the new 





“Theodore Roosevelt, Antobiogaphy, p. 446. Charles Scubner’a Sons, New 
York, 1920 
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Labor Relations Act will precipitate an increasing number of 
disputes of widespread importance, 


Cont'ron py Court Action 


Powers exercised by courts in determining the constitution- 
ality of a statute, and the influence of courts in decisions as to 
the meaning and application of a law have been referred to in 
preceding sections, The performance of this function, how- 
ever, is only a patt of the control exercised by the courts.” In 
the absence of specific statutes, for example, courts must inter- 
pret the common law, and apply their interpretations to a ques- 
tion at issue, This practice gives the courts very wide powers 
and is, in eflect, equal to the making of new laws. Cowl de- 
cisions of this sort have a cumulative effect, since past decisions 
are used lo guide judges in making later ones, Trade unions 
were hampered greatly in their carly history by the application 
of two common-law doctrines, conspiracy and restraint of 
trade, to their collective actions, In any particular instance, 
the question of whether or not an action constituted conspiracy 
or restraint of trade rested with the court. Thus the courts 
had power to declare that a wade union was climinal conspiracy 
and a strike for higher wages an illegal act in restraint of trade. 

Courts, however, use this power in a different way than for- 
merly. Through a series of opinions the trade union’s legal 
right of existence has been established, and the general right to 
strike likewise recognized as legitimate. This means that the 
technical right to bargain collectively and to employ lawful 
means to organize trade unions is unquestioned. But in the 
pursuit of a plan for trade-union organization, the rights of 
the unionists and the rights of other parties may clash. It is 
the courts again that make decisions setting the limits of activ- 





4 A short, concwe summary of the functions of the judciay will be found in 
Stein, Raushenbush and MacDonald, Labor and the New Deal, Chill, FS Crofts 
& Company, New York, 1934. 
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ity, permitting or prohibiting the use of certain instruments, 
such as the strike, picket, boycott, or yellow-dog contract. This 
may be a combination of two couit functions—the application 
of the common law, and the application of a statute to a par- 
ticular case, if there happens to be a statule on the subject at 

“issue. The primary instrument by which courts assert this 
power is the injunction, 


Injunctions * 

An eminent lawyer has stated in a public address: “The law 
of labor disputes has been written by the courts in injunction 
cases.” *! It is through this instrument that the courts as agen- 
cies of government can exercise very broad powers of control. 
In an ordinary law case—a damage suit, for example—a plain- 
tiff asks for compensation for an act already done: in an injune- 
tion case, he asks usually that the court will enjoin the defend- 
ant from committing some threatened injury to his property 
or against his interest. Technically, the injunction may be 
granted if irreparable damage will result, if the persons about 
to commut it are irresponsible, and if there is no other adequate 
remedy at law (damage suits or criminal proceedings), 

Usually injunctions arise during strikes, They name par 
ticular persons, strike Icaders or some special group of strikers; 
some, however, contain “omnibus clauses” and apply to “all 
persons whomsoever.” These petsons are enjoined from doing 
certain acts, What these acts may be depends on various cir 
cumstances, the most important of which decides the issue. 
The usual prohibitions are “the use of force, threats, coercion 
or intimidation.” Sometimes picketing is forbidden altogether, 





24The most comprehensive and authoritative discussion i found in’ Frankfurter 
and Greene, The Labo: Injunction; for a shorter discussion ace, EB. 1. Witte, Te 
Goveinment in Labor Disputes, Chs V and VE 

24 Donald R, Richberg, The Injunction Evil, address dehivercd at the Joint Confer- 
ence on Injunctions in Labor Disputes, Labor Institute, Philadelphia, March 15, 1930, 
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ot is regulated by specific direction of the court. Carrying 

out of a boycott may likewise be prohibited. Strikes may be 

enjoined; union meetings may be forbidden. Unions may not 

be permitted to use their funds in carrying out a strike or to 

pay’ strike benefits. Refusal of union members to work on 

non-union material, sympathetic suikes, persuasion of workers" 
who have signed yellow-dog contracts constitute only a partial 

list of union activities which have been at one time or another 

under ban by injunction, 

Violations of injunctions also are dealt with by the court. 
The offense is contempt of court, either civil or criminal, It 
may result in fines or imprisonment, or both. Only a small 
minority of arrests for violation of injunctions result in con- 
tempt proceedings," and most of the charges are dropped when 
the dispute is scttled, An outstanding exception is the case of 
Eugene V. Debs who was sentenced for contempt of court for 
violating the Federal injunction issued in the famous Pullman 
strike in 1894, and who served a six months’ prison sentence, 

From the viewpoint of control, the significant aspect of 
injunctions in labor disputes is: Do they actually exert great 
influence in determining behavior? The evidence on this sub- 
ject is somewhat contradictory, Organized labor, both radical 
and conservative, has complained bitterly at the extended use 
of injunctions. Labor leaders maintain (1) that the power of 
the courts is used by employers to suppress necessary and rea- 
sonable activities; (2) that courts often act without sufficient 
investigation of circumstances; (3) that blanket terms em- 
ployed in most injunctions make it impossible for a worker 
to know when he is committing a “crime”; (4) that courts 
use the pretext of “protecting property” to cover issues which 
have other remedies at law; (5) that freedom of speech and 





26 See the regulations for picketing for “musslonary" purposes in American Steel 
Foundiies Co. u TreGiy Tindes Council 257 U. 8. 184, 42 Sup. Ct 72 (19at), 
20 Witte, of off, py 104. 


322 INDUSTRIAL RELATIONS 


assembly, constitutional rights of workers, are denied; (6) that 
the courts’ orders set up a tyranny of judge-made law, Since 
this complaint is so consistent and constant, it seems evident 
that union leaders are convinced of the effectiveness of this 
means of control, 

Employers maintain their need for protection against labor 
encroachments on their property or property rights, ‘They con- 
tinue to seek injunctions in the courts, They evidently con- 
sider the injunction a potent instrument. 

Investigation of specific cases to discover the actual effect of 
injunctions is rare. The evidence is usually the statement of 
some interested peison, Debs blamed the injunction for the 
break of the sympathetic strike of railroad men with Pullman 
workers, but he also stated that “the strike was lost when the 
troops artived.” Others have testified in a gencral way as to 
effects, An intensive investigation lo discover the effect of a 
series of injunctions, most of which were issued in the southern 
textile strikes in 1929 and 1930, concludes that the specific effect 
was negligible, that workers continued to act as they would 
have acted had no injunction been issued. ”” 

Continued complaint from labor groups has led to the pas- 
sage of laws to curb the use of injunctions, These laws have 
been of two sorts. Once attempts to set the activities of unions 
beyond the operation of the substantive law, and to prohibit 
the use of injunctions in those cases, as the Arizona law, for 
example, forbidding stale courts to issue injunctions in cases of 
strikes, picketing, or boycotting, The law was challenged and 
held unconstitutional by the Supreme Court.* The Clayton 
Act contained a clause granting labor organization similar 
exemption from injunctions issuing from Federal courts. The 
Supreme Court interpreted this clause in such a way that the 





27 Duane McGrackon, Suske Injunctions in the Industral South, The University of 
North Carolina Press, Chapel Till, 1937. Especially Chs, V, VI. 
38 Truax v. Corrigan, 257 U. S, 312, 42 Sup, Ch 124 (1941), 
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expected freedom for labor did not result. The Norris-La 
Guardia Act in 1932 contained a section providing that injune- 
tions may nat be issued by Federal courts to restrain such, acts 
as ceasing or refusing to work; becoming or remaining a union 
member regardless of promises; giving publicity to a labor 
disputes assembling peaceably—all of which have been en- 
joined at some lime or other, 

Another type of law giving iclicf [rom injunctions is that 
controlling the procedure under which injunctions are issued 
and applied. New York, for instance, passed a law in 193x for- 
bidding the issue of injunctions without due notification to the 
persons involved, The Clayton Act forbade injunctions with- 
out sworn proof that immediate damage would result. The 
Norris-La Guardia Act requires witnesses at preliminary hear- 
ings. Contempt cases when committed outside the courtroom 
are to be tried by jury. Most authorities ” agree that legislation 
to control procedure offers more promisé of success than that 
giving labor organizations exemptions of any ‘kind for their 
activitics, Yet at the same time, legislatures must act occasion- 
ally to decide whether or not the rules of law as laid down by 
judges conform to the prevailing conceptions of public policy, 
If changes in rules are felt necessary, legislatures must then act 
to set clesirable limits, Since the nature of the legislative process 
is more a matter of group pressure than social or legal science, 
it is rare that objective need for changes in social policy is the 
decisive factor, 


Punitive action by courts 

Certain punitive functions exercised by courts assume an in- 
direct form of control. The earlicr means of punishment used 
by courts was through criminal conspiracy suits mentioned 
above. Tihese are now rarely brought against unions or union- 
ists. The civil damage suil, in which the employer seeks a 


ey 
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money award to cover his alleged damage, and other criminal 
proceedings have been substituted. 

Most civil damage suits against labor have been brought 
under the Sherman Law, The most famous of these is the 
Danbury Hatters case,” in which suit was brought against the 
hatters’ union for interfering with interstate commerce through 
a boycott against the Danbury firm, ‘The verdict was favorable 
to the manufacturer, who had asked an award of $240,000, 
triple damages as permitted under the Sherman Law, The 
individual members of the union were held liable for payment 
of the sum, 

Another damage suit was the Coronado Coal Case" in 
which an even greater amount of moncy was involved, A coal 
company sued a district union and a few active unionists for 
damages incurred while a strike was in progress, The judg- 
ment sought was $2,200,000, but a jury awarded only $600,000. 
The case stayed in court, being appealed and turned back for 
retrial, for about thirteen years, and was finally settled for a 
very small part of the award, 

The essential test of these functions of the courts consists in 
their effectiveness in determining the behavior of unionists and 
thercby influencing labor relations, Have damage suits against 
unions been as disastrous as was supposed, especially after the 
Danbury Hatters decision? The weight of evidence is nega- 
tive. A few spectacular cases have drawn much attention, 
Labor leaders feared that unions, union leaders, and union 
treasuries would be under constant suit. But this has not been 
the case, Just as in the early days when criminal conspiracy 





89 Loewe v. Lawlor, 208 U, S. 274, 28 Sup. Ct. 301 (1908), 

$1 For proceedings in this case sec: 
Dowd v. Umted Mine Workers, 242 U. S. 653 (1917) 
Coronado Coul Co. v. United Mine Workers, 258 Beil. 829 (1919) 
Umied Mine Workers », Coronado Coul Co., 259 U.S. ity (1922) 
Finley e, United Mine Workers, 300 Ped. 972 (1924) 
United Mine Wotkers v, Coronado Coal Co., 268 U.S. 295 (1925) 
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cases did not deter the organization of unions and the calling 
of strikes, so the damage suits have not drained union coffers, 
So far as union activily is concerned, the possibility or threat of 
suit has made little difference. It has been claimed that the 
successful suits against boycotting unions is responsible for the 
decline of the boycott as a tactic. However, this fails to explain 
the continued use of boycotts during the 1890's when severe 
penalties were inflicted. The decline in the use of the boycott 
is to be explained rather in the increasing difficulty in institut- 
ing a successful boycott under present marketing conditions.” 

In addition, the use of injunctions has in many instances been 
substituted for a suit. Suits involve prolonged court action; 
they are expensive; and the record indicates difficulty in col- 
lecting awards, Employers are interested in having a means of 
hindering union activities immediately. The injunction rather 
than the damage suit meets this need more adequately, 

Court action in criminal cases may also be a means of indi- 
rect control, Aside from conspiracy charges discussed above, 
criminal action may result from breaking a statute or commit- 
ting an offense under the criminal code, Such charges are 
brought directly by the state, not by an employer. Many of 
the charges are for minor offenses, but occasionally serious 
charges are made, such as kidnapping, rioting, dynamiting, 
assault, or murder, The penalties in such cases are usually 
heavy fines, long imprisonment, and sometimes death sen- 
tences,”* 

The legal machinery of the state is vested with power to act 
in these instances. Police officials, county sheriffs, or other offi- 





{2 Sce Dany W. Luidler, Boycotts and the Labor Siggle. John Lane Co, Lon- 
don, rat4, and Lea Woknan, The Boycott in Ametscan Trade Unions, Ch. Vo The 
Johns Hopkins Press, Baltimore, 1916, 

43 Louis Adamic, in Dysamite (The Viking Press, New York, 1931), glyes a 
detailed account of some of these famous “Iahor cases.” A shorter account of some 
of them may be found in MacDonald anc Stein, Phe Worker and Government, 
Ch, XVI, ‘The Affiliated Schools for Workers, New York, 1935. 
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cers of the law make arrests; prosecuting attorneys bring 
charges; giand juries order the cases tried; judges conduct the 
trials; prosecuting attorneys try lo present evidence to convict; 
juries render verdicts; and officials see to it that the verdicts 
are executed, 

In the history of labor relations in the United States there are 
numerous cases of severe penaltics. Fiom the viewpoint of 
control, the question must be raised again: Have these func- 
tions of state been so effective that they have deterred strikes 
and other union activities out of which the cases developed? 
As with damage suits, the answer is no. 

This does not mean, however, that there has been no effect 
whatsoever resulting from state action in this field. The chief 
effect on labor relations has been indirect. More specifically, 
the most important result has been the state of mind of labor 
groups which such proceedings have engendered. Where such 
cases have occurred, unionists feel that they have reccived un- 
reasonably harsh and severe treatment. This situation con- 
tributes more than any other one thing to the fecling among 
many groups of workers that “even-handed justice” is not 
meted out to them by courts. 


Limrrations oF Con'rro. 


The preceding sections have pointed to a number of frictions 
and limitations in gqvernment control of labor relations, The 
most obvious difficulty during recent times has been the tech- 
nical one of the Constitution. Interpretations of the Constitu- 
tion have changed from time to time, permitting new forms of 
legislative interference or control, but no comprehensive pro- 
gram of control is possible if its parts must go through the slow 
process of attaining constitutional status. Secking to climinate 
this barrier to control, certain interested groups have advocated 

{changing the Constitution to permit legislation, particularly 
‘Federal, in areas not permitted heretofore, 


LOTS MACDONALD 329 


The removal of such a purcly mechanical difficulty touches 
only the surface of the problem of control. Legal technicalities 
do not produce a reality in the economic suuggle, For ex- 
ample, the agencies of the New Deal were ineffective in enforce. 
ing the collective-bargaining section of the NIRA long 
before the Supreme Court declared it unconstitutional, If the 
steel companies and other powerfully organized groups do not 
wish lo be controlled by, government agencies, they will not 
submit easily. In otder to enforce a system of control on them, 
the government would have to exert the most powerful force. 
This the government is not willing to do, and could not as it is 
now organized, even if it were willing. Should some pressure 
on governinent develop to attempt to force the large industrial. 
ists into line, the process would probably result in a battle for 
power and withdrawal of democratic procedures, and the 
adaptation of some form of the “corporate state” with indus. 
trialists the dominant power, 

The truth is that the whole American scene has been counter 
to governinent control on any large scale. Some forms of 
assistance from government have been sought when groups 
have been unable to advance their own interests without aid, 
Employers have used the courts when the usc has been helpful 
to thems unions have not found it particularly to their advan- 
tage to follow this lead, but have sought government assistance 
of a different kind. Strongly organized trade unions do not. 
depend on government agencies to assure minimum wages, 
shorter hours, and [reedom to bargain collectively. They turn 
to the government only when it seems impossible to achieve 
their ends by direct means, Unions are now very weak in the 
industrial field, so they tend to turn to the government, as they 
have done at similar periods in the past. Thus, the labor 
unions have resorted to political action, hoping that govern- 
ment agencies will be able to give them what they themselves 
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have not been able to wiest from employers; specifically, this is 
extension of unionism in the unorganized fields, 

In addition, the unions have heretofore refused to engage in 
partisan labor politics, believing that their best interests are 
served by remaining in the two major parties and “rewarding 
friends and punishing enemies” within them. There is no 
labor party as the political expression of the interests of labor. 
Elections of legislators and elections and appointments of 
judges are expressions of the dominant pressure group and are 

* political processes. Recent interest among a section of trade 
unions in a labor party indicates a sentiment for organizing 
labor to exert more direct political influence than is possible 
under the nonpartisan policy of the past. 

The possibilities and limitations of control rest finally on the 
iparticular relations of workers, employers, and government, 
‘and the effective pressure that one is able to exert on the other. 
Recently there has been increasing interest of a general sort in 
the opinion that some type of planning and control should be 
undertaken on a permanent basis by the government. Much 
pointless discussion of these matters takes place, pointless be- 
cause it overlooks the problem of the source of greatest. power 
in government. With labor in its present state, with no effec 
tively organized expression of the “interests of the whole popu- 
lation” (if there can be such a thing), the interest of the 
business community is the primary interest of government. 
Therefore, possible control will be in line with that predomi- 
nant interest, 
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CONTROL OF PUBLIC SERVICES 
: (i) ; 


Social Control of Public Service Enterprise 
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Public utihties ae well named; they belong to the realm 
of “public interest,” and their administation requites a 
modification of the traditional concept of private property. 
During the nineteenth century, American coumts declared 
that industry “clothed with public interest” was subject, to 
regulation under the police power of the state, Offsetting 
this limitation of private property, stands the due process 
clause of the Constitution, ‘This regulation reptesents a 
balancing of public and private interests. The conflict of 
interest, arising between the public utility owners on the 
one hand and the state on the other becomes the crux of 
the problem of public utility regulation, ‘Ihe social con- 
siderations involved, however, are momentous. 

_In 50 far as public opinion has come to look upon certain 
industries as natural monopolies, “the demand for some 
foim of governmental supervision is after all only mini- 
mum consumer protection.” But where shall-the line be 
drawn between appropriate and inappropriate areas of 
regulation? Othe: forms of business enterprise may be 
more important to the generality of consumers than those 
producing transportation, gas or electricity. What about 
food? Are not practically all industiies that produce neces- 
saries “clothed with public interest”? 

The social implications of an extension of public service 
enterprise have not even begun to be appreciated, More- 
over, in a country where public opinion requires education 
in the problems involved, other real difficulties stand in the 
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way: public welfare must be protected even though there 
may be no vigoious demand for intervention; meantime 
the interests of the owners of business enterprise must be 
safeguarded. Only by this dual process can a forwaid- 
going, practical solution be found, Nor should those who 
regard political agitation as the only effective instiumen- 
tality for social 1eform forget that when 1efo1ming is begun 
without a knowledge of the technical problems involved, 
an attempted Uansition from private operation to public 
regulation of business, might casily result in a complete 
social stalemate-—I. M, ‘ 


‘Tur ImMporvrancr or UNpErstaNDING 
Pusric Uniairy Rucuvatrion 


ITE REGULATION of public utilities is a matter of great 

public concern and interest. The Federal government 
and various states by special investigations have directed atten- 
tion anew to the importance of making regulation more effec- 
tive, while political office seckers and demagogues have used 
the issues raised as a ballyhoo to further their own ambitions. 
Much of the resulting publicity has tended to arouse an an- 
tagonistic feeling toward utilities, which in the gloom of the 
depression has grown into an attitude of deep hostility. So 
extensive has this feeling become that it is hard to find any 
man with a political future at stake willing to review the sub- 
ject calmly and dispassionately. In justice to himself the 
American citizen must look at the problem of regulation forti- 
fied with information and motivated by a desire to be fair. 

In order to obtain a clear understanding of the issues it is 
necessary to approach the problem from the historical point 
of view, for regulation has evolyed into its present state by the 
trialand-error method, and is thus the result of historical ex 
perience. Legal supervision of utilities has varied from times 
to time according to the economic conditions and the political 
spirit. of the times, Therefore, in order to understand regula- . 
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“tion as it is today, it is necessary to understand the economics 
of these public service industries and to become acquainted 
with their development. 


Crassirica'tion oF Punic Szrvice Inpusrams 


The public service industries are a unique segment of our 
industrial life, As industries they differ widely in their tech- 
nological aspects and in the products and services they sell. 
Essentially, however, they possess certain common economic 
characteristics, and a resulting peculiar legal status, that war- 
rant their segregation from other industries and a grouping 
together as a class, a class which has become known in the 
law as public utilities, 

Considered as industries, public utilities may be classified as 
follows: 

(1) those which transport persons or commodities: railways 
(steam and electric), buses, express and trucking com- 
panies, ferrics, toll bridges, and pipe lines, 

(2) the communications group: telephone, telegraph, and 
to an extent, radio, 

(3) those which supply light, heat and power: gas, electric, 
and stcam undertakings. 

(4) those which supply water, for domestic use or other 
purposes such as irrigation. 


Economic Prcutiariries or Pustic Suavice Enrerprist 


As we have pointed out, therpublic service industries, while 
varying widely in their technological aspects, possess certain 
economic peculiarities, common to all, which set them apart 
as a distinct segment of our industrial civilization and which 
are the reasons for regulation by public authority.) 

One of these ‘distinguishing features is the fact that public 
service undertakings require a relatively heavy fixed capital 
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investment. A moment’s consideration calls to mind the ing# 
vesiment of railroads in roadbed, terminal buildings, locomo- 
tives and rolling stock; that of street railways in tracks, trolley 
cats, car barns, power plant and trolley wire; the dams and 
reservoirs of hydroclectric plants; the steam generating sta- 
tions; mile after mile of pole lines or underground cable of 
electric companics; the transcontinental lines of the telephone 
and telegraph companies; the underground gas mains and 
huge gas tanks of gas companies; the dams, reservoirs, under- 
ground pipe fines of water companics, and so on.’ Only the 
bus, express, and trucking companies escape the burden of 
such heavy fixed investment. 

Moreover; this heavy fixed investment is used only a smallr 
part of the time,’ On Thanksgiving Day housewives prepare 
big dinners and the gas company must be ready to furnish all 
the gas that is needed at the time of greatest demand. When 
a storm approaches on a summer day, everybody immediately 
turns on the clectric light—and the current must be there. 
Along comes the holiday season and the railroads must be 
ready to run extra trains, Worst of all is the predicament of 
electric railways, There is heavy travelling between seven and 
nine in the morning and between five and seven in the eve- 
ning. So pronounced are these morning and evening “peaks” 
that it is a financial and physical impossibility for any traction 
company to run cnough cars to give every passenger a seat 
during these “rush” hours, 

‘ Partly as a consequence of these abnormal peaks and resul-1, 
tant idle investment, capital turnover is very slow.’ Thus, for 
every five to cight clollars invested in a gas enterprise, for 
instance, only one dollar of revenue is received ina year. What 

a contrast to retail merchandising, where the annual revenue 
may be many times the investment! 

Because of the heavy fixed investment, it is advantageous to 
the utility enterprises to strive for increased utilization of their 
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facilities, particularly at hours other than those of heaviest 
demand. The gas and electric companies are constantly seck- 
ing to induce people to use more and more of their products, 
Some clectric utilities offer special inducement rates to encour- 
age greater consumption. ‘The companies thus hope to lighten 
the burden of fixed charges per unit of the commodity sold by 
spreading these charges over a greater number of units, In 
this way the cost and subsequently the price to consumers as a 
whole is lowered. 

More important than the foregoing, and indeed one of the 
outstanding characteristics of public service industries, is the 
time-tested fact that competition in these industries is destruc 
tive. Experience has clearly demonstrated that competition 
cis wasteful, since it causes a duplication of heavy fixed invest- 
ments with a limited use of cach. This means unprofitable 
business, defaulting of interest payments, neglect of proper 
maintenance of plants, impaired service to the community, 
inability to finance plant extensions necessary to an increasing 
population, ultimate collapse of one or all of the competitors, 
and higher total cost to the consumer.’ 

Because of the fact that competition must be eliminated, 
public service industries are considered “natural” monopolies. 
It is in the best interests of a community that there shall be 
but one gas company, or one electric company serving a given 
market area, That community enjoys the best transport serv- 
ice where all the trolley and bus lines are under one manage- 
ment. Exclusive control of the market by one enterprise 
ensures economical service, a prosperous utility ready to adapt 
itself to increased demands, a fuller utilization of facilities, and 
a profitable business with the ability to finance extensions, to 
borrow capital, and more adequately to meet its obligations 
to the whole market, in the “thin” as well as the most profit. 
able areas, 

From the investment point of view, public utilities could be 
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the safest and, most profitable investment for the savings of 
the pegple. Today, more people have a “stake” in the utility 
indwstrics than in any other form of wealth, except realty. 
Public service indusirics supply an essential commodity or 
service to thexcommunily. As a matter of fact, in the United 
States today, railroads, gas, electric light, clectric power, tele- 
phone service,.and radio are regarded as “necessitics of life.” 
These public service industries atc certain of their market, and 
thus income and investment are 1elatively secure, However, 
the way in whieh the industrics are operated and regulated 
greatly influencesrthese conditions, Regulation can protect or 
destroy legitimate investment. 


Leoa Pucutranrties or Puntic Szrvice ENrerrrise 


As we have noted, public sctvice industrics possess, in addi- 
tion to those economic characteristics just described, certain 
common legal peculiarities. These legal characteristics are the 
marks of a public utility, distinguishing it from other indus- 
tries which may have onc or several of the economic character- 
istics already mentioned, From an economic standpoint, a 
public utility is an undertaking rendering very essential sery- 
ices under conditions that make contro! over the market more 
economical than competition. Legally, an undertaking is a 
public utility when the law of the land makes it such by impos- 
ing upon it that special group of obligations which constitute 
the duties of a public calling. 

Describing these legal characteristics is not so casy as one 
would wish. The law has its own evolution, it changes with 
times and conditions; whereas the principles of justice may be 
unchanging, the matters to which they apply vary as do the 
circumstances in which they are applied. Hence, the public 
utility of today is not the same as that of early England, nor 
will the public utilities of the future be the same as those of 
today. Industries such as canals and turnpikes, which were 
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once public utilities, are no Jonger important as such. Again, 
certain industries, such as radio communication, bid fair to 

, become the public utilities of the future. There are people 
who would urge that the provision of essentials of life, such as 
milk and fuel, be classed ‘as public utilities, In short, we may 
sum up the situation in the well-known statement that the 
term public utility is a “fixed concept with a changing con- 
‘Vtent.” 

There are definite legal circumstances that distinguish a 
utility. First of all, the enterprise acquires a right to function 
in a specific area from some governmental agency. Without 
this permission or franchise it cannot legally operate, The 
franchise may be exclusive, /.¢., only one enterprise of a certain 
kind may operate in a given arca; or it may be limited, 4¢,, the 
right to operate may be limited to a term of years, On the 
pther hand, there may be no time limit, in which case the 
“franchise is said to be perpetual, It is also customary for a 
utility to enjoy the right to use property that belongs to the 
people as a whole. Thus, gas and water companies fay their 
mains in the public streets, telephone and electric companies 
erect poles on the highways. The acceptance of such special 
favors carries with it special responsibilities, 

Public utilities may have exercised in their behalf the (right 
fof eminent domain under certain limitations sct up by public 
authority? For example, railroads can condemn land for a 
right-of-way, as can also gas companies and other utilities 
under most conditions. 

F “Public utilities can also be recipients of public aid.’ Everyone 
‘recalls the land grants to the « early railroads, Without such 
gifts, it is doubtful whether private capital would have ven- 
tured into the building of some of the railroad lines that exist 
today; and certainly they would not have been attempted so 
soon. Since it is legal to give public aid for “public purposes,” 
and since utilities are considered “so burdened with the public 
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interest,” public aid is legal, if not specifically prohibited. Most 
of our utilities have been able to grow without public aid, 
However, in certain cases, assistance from the government in 
the form of subsidy from taxes and loan of funds is not 
uncommon, 

The final and convincing stamp of the public utility status 
is the designation of such an enterprise as a public utility by a 
governmental body, a state legislature, a state court, or the 
United States Supreme Court. Designation by a legislature is 
of itself not final; the legislative act must meet court approval. 
On the other hand, courts have imposed the obligations of a 
public utility in cases where a legislative body had taken no 
action, There are what are known as the common-law obli- 
gations, which the courts enforce even in the absence of legis- 
lation, 

To understand thoroughly the legal status of public utilities 
it is necessary to consider their rights and obligations in more 
detail. The obligations of a public utility arise from the com- 
mon law, from charters and franchises, from contracts, and 
from statutory requirements. The obligations under the com- 
mon law are four in number, First of all,‘public utilities can- 
not pick or choose their customers,» They must serve all who 
ask for service as far as they are able and, if it is necessary, they 
must enlarge their facilities in order to offer everyone the 
opportunity of service. 

This obligation of offering to all the opportunity of service 
has by extension developed another. ‘Public utilities must treat 
all customers receiving the same kind of service under similar 
circumstances in a substantially impartial manner? There can 
be no unreasonable discrimination among consumers: If the 
cost of a kilowatt-hour is five cents for domestic consumers 
using twenty-five kilowatt-hours per month, then that rate 
must apply to each and every domestic consumer using that 
amount of energy under reasonably similar circumstances. 
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A public utility can charge only a fair price for what it sells. 
It may not gouge consumers or use its monopolistic position to 
any unfair advantage. 

Finally, a public utility‘must serve with safe and adequate 
facilities: It must furnish reliable service, it must be ready to 
serve at all times, 

‘Obligations arising fiom charters, franchises, and contracts 
are common in the case of traction companies Many a street 
railway is obliged to offer service al a Yive-cent fare, The sub- 
ways of New York City are a conspicuous example of the 
compulsory five-cent fare. In fact, public opinion in that city 
would tolerate nothing else. Whether the five-cent fare is 
reasonable or whether it pays the cost of the service receives 
scant Consideration. 

Has a public uulity any rights? All the courts from the 
United States Supreme Court down have said, “Yes,” and at 
times have said it emphatically. Public utilities are entitled to 
protection of their property and, since income is property, their 
income cannot be confiscated by legislative or commission 
action fixing unreasonable rates. Stated affirmatively, this is 

A the old principle that a utility is entitled to a fair return on its 
| property devoted to the public use. Furthermore, except where 
the courts admit that the public interest requires it, the state 
cannot constitutionally by legislation violate the rights of a 
utility under a contract, These rights are protected by the 
Constitution of the United States. 

In addition to these, a utility may enjoy special privileges. 
Some of them have been named before, such as an exclusive 
franchise, the right to use public highways, a limited use of 
the power of eminent domain, and special gifts of public aid. 


Tre Lecat Basis ror Pustic Urry Requna'tion 


The power to regulate public utilities finds legal sanction in 
the Constitution, of the United States and in the law of the 
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various states. The Federal powers flow from two distinct 
provisions in the Constitution. One is the right of the national 
government to control interstate commerce. On this right 
rests the creation of the Interstate Commerce Commission— 
the chief regulatory body of the nation, which supervises rates, 
security issues, and service of practically all the railroad com- 
panies in the country. 

The other constitutional provision gives the Federal govern- 
ment control over navigable waters of the country, Since some 
of these strcams possess potential sources of water power, Con- 
gress has cieated a Federal Power Commission to control and 
regulate companies securing licenses to develop this type of 
power. : eo 

State regulation finds its legal sanction in the police power. 
The states have the right to interfere in the actions of indi- 
viduals when the health, safety, and welfare of the people as 
a whole demand it. This “interference” on the part of the 
state extends to property as well as personal rights. Under the 
police power the state may impose burdens on private property 
without compensation, in so far as is necessary in the public 
interest. The courts are the fina) authority as to whether the 
impositions of the legislative branch are necessary in the public 
interest. A 

The states have reserved rights, The national government 
possesses only the powers delegated to it, and the remaining 
rights of sovereign government belong to the states themselves. 
Unless the act of a state interferes with the Federal constitution 
its force is supreme, But here, again, the rights of state gov- 
ernment are defined in the various state constitutions. State 
legislatures must pass laws in conformity with their own con- 
stitutions, Needless to say, the constitutions of the various 
states aflord ample authority for the enactment of public utility 
laws and the creation of regulatory commissions, 
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Eyo.ution or Pusiic Urintry Recutavion 


Regulation is still in process of evolution, a process that has 
reached various stages for different public service industries. 
For railroads it is quite ‘advanced; there is little that they can 
do without the permission of the Commission. 

Regulation of buses is only in its initial stages. Once started, 
there is a tendency for regulation to grow until minute details 
of business conduct are subject to government approval. 

From very early times, certain industries were looked upon 
as public callings. That is, their special nature was to serve 
the public under such conditions that the people were to a 
degree helpless and dependent upon the service offered, Such 
occupations were those of innkeeper, operator of a grist mill, 
and others. Inns were far apart; it was difficult to find accom- 
modations, Under those circumstances the old English law 
prohibited excessive charges for lodging. Moreover, an inn- 
keeper was not free to turn away a traveller merely at his own 
whim, Naturally, the innkeeper was expected to make reason- 
able provision for the safety of his guests while they were 
under his roof, 

CThis comparative monopoly, resulting from the dependence 
of the traveller (/,¢.,, customer), his lack of freedom to choose, 
justified interference by the government to protect the weaker 
party against an extortionate charge for service—~and in these 
very clements is found the germ of modern public utility regu- 
lation? All subsequent public regulation is a variation of this 
theme. During our colonial period, the English common law 
as developed in the case of the innkeeper was invoked to apply 
to other occupations, such as operators of ferries and other 
industries of transportation and travel. During the nineteenth 
century transportation by canals was developed (1820-1860), 
only to be supersecled by railroads (1830), local travel by strect 
railways, and steamboat travel on the rivers, 
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Artificial gas companies came into being about 1825, and 
gas held the lighting field until Edison formed the first clec- 
tric light company in 1885. In the field of communication, the 
nineteenth century saw the birth of telephone and telegraph 
companies, 

These new conveniences soon developed into necessities of 
life as standards of living rose, People demanded these things, 
and numerous corporations were formed to supply them. The 
states handed out franchises freely, some of which were un- 
limited in term or granted an exclusive right to serve in a 
specificd area, Financial adventurers saw in these utility 
undertakings an opportunity for exploitation; franchises were 
peddled about, and it was not uncommon for unscrupulous 
operators to bribe legislatures or to contribute handsome sums 
to political party war chests in exchange for franchise grants. 
State authorities were often indifferent to local public opinion, 
and they frequently disregarded the desires of cities and villages, 
Conditions grew so bad that the voice of the people reached 
state capitals and gradually there developed the demand for 
the delegation of certain rights to cities and local governmental 
bodies. For example, a utility was required to obtain permis- 
sion from the city in which it was to operate to use its streets 
for gas mains or pole lines, Still another development was the 
practice of specifying detailed requirements in the franchise 
grant. Thus street railways were often required to charge no 
more than five cents for a ride and to offer transfers to con- 
necting lines. This is known as regulation by franchise, It 
proved unsuccessful because it lacked flexibility to change with 
varying economic conditions. Many a street railway failed in 
the recent World War period because of an inflexible fare pro- 
vision in its charter or franchise grant. Stubborn public 
opinion would not reasonably view the changing economic 
situation, and many traction companies passed completely out 
of existence, 
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Frexiste Francuises anp Siipinc ScaLe ARRANGEMENTS 


In some cases, franchises, especially recént ones, contained 
a. degree ‘of flexibility. A good example of this type is the 
setvice-at-cost franchise, a form of franchise that has found 
its: widest ‘application in the street railway business. Under 
this scheme, the charge for a service (e.g., the fare for a trolley 
ride) is responsive to changes in the cost of service. Cost in-: 
cludes necessary operating expenses, taxes, and a fair return on, 
the property investment. As the cost increases, owing to sis- 
ing prices for materials and labor, the fare is raised, When, 
the costs decline, the fare is reduced, To enforce the operation 
of.the plan, regulatory:‘machinery of some type is provided to 
see that justice is done to the public and to the traction: com- 
pany. In most of these franchises there is a stipulation thatthe : 
city may purchase the street railway, if it wishes, on condition — 
that it pay a fair price for the business taken over. 

It‘is apparent that such an arrangement helps to make the 
street railway a safe venture for investment funds, and this in-: 
duces the private rendering of an essential service, The risk 
of high operating expenses is guarded against and the stock- 
holders and bondholders are given'some asstirance of a return. 
The: public feels that: it is ‘at. all times. paying a fair price for 
the service it receives. If .it wishes to attempt the venture’, 
of municipal ownership and operation, it is free to do so by ™ 
buying out: private investors at a fair or previously arranged. 
price. On-the other hand; a management’ feeling sure of a 
safe'return on its investinent may grow careless as to the quality: . 
of service it‘furnishes; it may succumb to the laziness and. in- 
difference that accompany security. It may not insist on a high 
standard of efficiency. in its employees, nor will it seek neces-. 
sarily to purchase its materials and supplies at the lowest price. 
To overcome this unfavorable tendency, some service-at-cost 
franchises provide a sliding scale of rates of return. The more. 
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efficient the service, or the lower the cost to the consumer, the 
greater the rate of profit allowed to the company. The idea of 
‘offering inducements to a management to practice efficiency 
finds examples in the Boston plan, the Washington plan, and 
the recent Detroit plan. 


Strate Commission REGULATION 


Experience has shown, however, that regulation by fran- 
chise, even the most flexible devised, is not an answer to the 
problem of regulation. Because a franchise is a written docu- 
ment it has a degree of rigidity and inflexibility that cannot be 
adapted to the varying aspects of the regulatory puzzle. Nor 
is regulation by a state legislature the answer. The problem 
_is too complex; it requires a staff of specialists—lawyers, engi- 
“neers, accountants, and econoimists—to find’a solution, and the 
ordinary legislator is not trained for the job. ; ‘ 

The best body so far devised is a Commission consisting of 
men who make the regulation. of utilities thei occupation, and 
who are advised by a group of specialists trained in matters 
pertaining to utilities—men of the different professions men- 
tioned above, .All the states, excepting Delaware (including 
the District of Columbia), have set up such-bodies, They are 
generally called Public Service or Public Utilities Commissions, 

> In.a subsequent section of: this chapter ‘a description will be 
given ofthe organization of such a Commission and the man- 
net in which it functions, 


Feperat Reguiation ti 


There is a place for Federal regulation ina well-balanced 
“system of regulation. It legitimately covers the sphere of inter- 
‘state commerce where public utilities of an interstaté chafacter 

exist, such as our great: railway systenis. and probably also the 
‘communication utilities. The Constitutional authotity: to ‘con- 
trol navigable streams furnishes a reason for special regulation ° 
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of utilities which usc the water power of these streams to 
generate clectric energy. 

But there is an important characteristic of Federal regulation 
“that deserves attention: the never-ending conflict with state 
rights, as shown in the continual disputes over state versus 
Federal regulation, and the tendency of the Federal govern- 
ment to enctoach upon and finally eliminate the state entirely 
from any field of regulation in which it gains a foothold, 


Locat versus Srare REGULATION 


Large cities, like New York City, demand the right to regu- 
late their utilities, as a function of “Home Rule.” There is in 
New York a Transit Commission to regulate the railroads and 
subway, elevated, and trolley lines, which, although a state 
body, has jurisdiction limited to that city alone, The technical 
staff is paid by the city, and to all intents and purposes the 
Commission is a local body. The Commissioners are, however, 
state officers, thus removing to some extent the influence of 
local politics on their actions. 

Other local communities likewise seck to regulate the utili- 
ties within their borders and to exercise some control. For 
example, it is necessary to obtain local permission to make 
openings in the streets, and duct lines and gas mains must be 
laid in specified locations. Moreover, the work must be super- 
vised by a city inspector, Naturally, utilities serving one or 
more communities could not be regulated by each of the 
municipalities served. It would not be possible to give uniform 
or efficient service under that arrangement, 

Experience has shown that a state body can regulate more 
effectively where communities adjoin politically or where they 
are close together. In fact, at the present time, regulation has 
almost entirely ceased to be a function of local government and 
has become a function of the state, 
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Srate versus FeprraL Requ.ation 


More important than the conflict between local and state 
bodies is the conflict between the state and Federal agencies. 
Some of the Federal bodies exercising regulation are the In- 
lerstale Commerce Commission, the Securities Exchange Com- , 
mission, the Federal Power Authority, and the new Federal 
Communications Commission. 

The right of the Federal government to regulate interstate 
commerce is supreme, This is a sector of utility activity which 
is beyond the power of the states to supervise. The Interstate 
Commerce Commission exercises jurisdiction over railways. 
Since the railroad business is predominantly interstate, or vitally 
affecting commerce that is itself interstate, the activitics of 
state commissions are relatively few and unimportant. Years 
ago the states exercised considerable authority over the carriers 
within their borders, but the evolution of regulation shows that 
the courts have curtailed state authority almost to the vanishing 
point wherever it conflicted with Federal efforts. State author- 
ity over railroad rates at present is practically nil, although 
there remains some control over service and operating practices. 

The Securities Exchange Commission is a newcomer in the 
utility field. It owes its powers to the Public Utility Act of 
1935. These powers arc extensive and drastic. If they stand 
the tcst of the courts, the gas and electric utilities will be under 
the strictest governmental regulation that has ever been at- 
tempted in the United States. Not only will the utilities be 
most stringently regulated but it is questionable as to what 
rights, if any, will remain with the state commissions, State 
commissions have not forgotten how the regulation of rail- 
roads was taken out of their hands by the Federal government, 
and there is some nervousness as to what the SEC and the 
Federal Power Commission will do or become. This body has 
prescribed accounting systems for the utilities within its juris- 
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diction, These accountng systems are in conflict with those 
prescribed by some states, and it is merely a matter of time 
when the question of authority will arise. In such conflicts in 
the past, the Federal agency usually won at the expense of the 
state body. The consequence, as was the case with the sail 
roads, is a weakening of static control, 

The Federal Power Commission exercises control over water 
power. The national government has extensive powers in this 
sphere because of the large land areas it owns, because of its 
unlimited control over navigable waters of the United States, 
and because of its authority over streams that form interna- 
tional boundaries, or which cross such boundaries, In addi- 
tion, the Public Utility Act of 1935 grants the Federal Power 
Authority enlarged powers over gas and electric companics 
engaged in interstate commerce, The Federal Power Author- 
ity controls the issuance of licenses for power development. 
The Authority is supposed to codperate with the states in the 
power development of streams, and to a great extent it has. 
But here, again, has arisen the inevitable conflict between state 
and Federal agency. Certain states, such as New York and 
Virginia, have sued in the courts to restrain the Federal body. 
There has been complaint that the Power Authority has at- 
tempted to exercise jurisdiction over nonnavigable streams on 
the ground that what was done on such streams would affect 
navigable waters. The limits of Federal authority in the mat- 
ter of water power development remain to be settled by the 
courts, 

The Federal Communications Commission is a body sel up 
in 1934 to take over from the Interstate Commerce Commis- 
sion the regulation of interstate telephone and telegraph com- 
panies and to assume regulation of radio broadcasting and 
communication. Formed in the zealous atmosphere of the 
New Deal, it has begun by investigating the American ‘Tele- 
phone & Telegraph Company. This investigation proceeded 
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after the paticrn of the Federal Trade Commission invesuga- 
tion of the electric industry, The aims appear again to be 
highly political and the methods far from commendable. 
What such an ew parte proceeding can accomplish remains to 
he seen, 

Offsetting the constant attempts of Federal agencies to en- 
large their jurisdiction at the expense of state commissions is 
the tendency of the United States Supreme Court to assert 
vigorously the rights of the states. This has recently again 
been brought to public attention in a number of key cases 
involving New Deal legislation, It is felt by many that this 
attitude of the Couit presages a check on Federal ambitions, 
especially in the direction in which the Public Utility Act of 
1935 leads. 


» Score or Conremporary RuGuLaTion 


Regulation of utility enterprise, as was previously noted, is 
engaged in by forty-seven states, the District of Columbia, and 
the Federal government, In addition, a certain amount of 
local regulation remains. 

The industries that are commonly regulated have been men- 
Uioned, All states do not regulate the same industries, nor do 
they all regulate to the same degree, As to the matters regu- 
lated there is also considerable variance, The leading commis- 
sions, however, aim to secure three objectives: 


(t) the establishment and enforcement of standards of serv- 
ict that are safe and that satisfy the consumers’ demand 
for quality; 

(2) the promulgation of rates that are fair to the consumers 
and also to the security-holders of the enterprise; 

(3) the assurance of a sound financial structure, 


Expressed in more detail, utility commissions in regulating gas 
service, for instance, require a gas company to supply gas of a 
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sui®ble heating content; to furnish it at sufficient pressure to 
operate effectively in customers’ appliances; to measure it in a 
gas meter of a type approved by the commission, and a meter 
that has been tested for accuracy by the commission. ‘The gas 
company is required to make reasonable extensions of its lines 
into virgin territory and to bill the customer a reasonable 
amount therefor. Electric companics are compelled to keep a 
prescribed voltage and to keep within a limited tolerance. 
They, too, must make extensions of service, and to a greater 
extent than is expected of gas companies, Street railways are 
required to run a sufficient number of cars, to keep them 
heated in winter, to issue transfers to connecting lines, Trans- 
portation companies are burdened with many requirements of 
service as to safety and comfort of travel, 

Rate-regulation is a function of nearly forty commissions, 
It occupies the greatest amount of time of a typical utility body 
and is the most difficult responsibility in regulation. In fact, 
it occupies such a predominant place that many people think 
it is the only duty of a commission. This problem of rate- 
regulation and the procedure in connection therewith will be 
discussed in a later section. 

The duty of a commission to secure a sound financial organ- 
ization of a utility involves such matters as supervision of the 
issuance of securities, the approval or disapproval of mergers, 
loans to affiliated companies, payments of fecs to holding com- 
panies for various types of service. Another duty is the super 
vision of utility accounts and records, the establishment of 
uniform accounting systems, control of depreciation and other 
reserve policies, and the prescribing of forms of annual finan- 
cial and statistical reports to be submitted to the Commission 
by the utility, 

These are the chief duties of commissions at the present 
time. Will these duties be enlarged in the future? ‘The 
answer is probably yes, Railroad history is enlightening in this 
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‘ 
respect. Today there is nothing of any importance that a iail- 
road can do that is not subject to either the consent or dis- 
approval of the Interstate Commerce Commission. Utilities 
seem to be heading toward the same condition, The depres- 
sion has aroused an intense public interest in these industries— 
an interest that is largely hostile. Many new laws have been 
passed, enlarging the scope of regulation. Both Federal and 
state governments are insisting that electricity be brought to 
the farms, whether it is economical for the farmer or not. 
Taxes have been raised where an angry public has not been 
able legitimately to obtain rate 1eductions. More stringent 
accounting requirements have becn set up in several states, 
necessitating an accompanying increase in regulatory attention. 

The Federal government under the New Deal carried regu- 
Jation further in both extent and severity than ever before, 
Gigantic governmenttal projects like the TVA have been put 
in motion to compete with privately owned electrical utilities, 
the ultimate result of which can mean only one of two things 
in the area involved: the extinction of the private companies 
or the curbing of government competition, Generous govern- 
ment loans and outright gifts have been dangled before 
municipalities to encourage municipally-operated plants to 
compete with private oncs, The most drastic effort of all is 
embodied in the Public Utility Act of 1935 which seeks to 
abolish (not regulate) public utility holding companies. This 
represents the most harsh and punitive piece of utility legisla- 
tion ever enacted, 

The limits to which regulatory efforts of the violent sort can 
go will depend on how much restraint the judicial branch of 
the government will exercise and to what extent it will insist 
on reform within the boundaries of the Constitution, One can 
support most heartily every effort in the direction of an im- 
provement in regulation, yet also see the short-sightedness of 
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political plundering which is aimed at destruction rather than 
regulation. 


Orcanization of Rrcutatory Boprus 


The modern Public Scrvice Commission, as typified by that 
of a state like New York, is a highly complex organization. 
There are five Commissioners. To insure a certain continuity 
of policy and practice their terms are not concurrent. The 
term of office is ten years. ‘This long tenure of office results in 
numerous benefits to the state from experience, stability, and 
a certain freedom from popular or political pressure or changes 
of administration. The Commission is divided into six prin- 
cipal bureaus; executive, clerical, legal, accounting, enginecring, 
research and valuation. 


Practicz AND PRrocepury or ‘tl: COMMISSION 


The New York Commission, again as an illustration, may in- 
vestigate matters upon its own motion, upon the petition of 
the officers of a municipality, upon petition of one hundred 
customers of a utility, or upon petition of a utility company. 
The action of the Commission may be formal, in which event 
there are hearings at which sworn witnesses produce testimony 
and offer exhibits. Again, the matter may be handled in an 
informal manner. For example, a consumer believes his gas 
bill is too high. He goes to the Commission or writes a letter 
stating his grievance, The gas complaint bureau handles the 
matter and after investigation informs the complainant of the 
results of the investigation, This usually satisfies the com- 
plainant and the informal case is closed. Should the complain- 
ant still feel dissatisfied, he may ask for a formal hearing, His 
request is granted and the case now becomes a formal one. A 
hearing is held at which the complainant and the utility pre- 
sent their sides of the story; after the hearing is closed the 
evidence stcured is weighed by the Commission and a decision 
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is reached. If the complainant is not satisfied with the Com- 
mission’s decision, he can appeal to the courts, Most of the 
complaints of high gas, clectric, and telephone bills, of inaccu- 
rate gas and electric meters, and those concerning extensions 
to serve outlying customers, are settled informally, 

Formal cases involve the more important matters, which 
require considerable time to settle. The Commission’s ac- 
countants, engineers or statisticians make reports to the Com- 
mission and the utility company, of course, presents data to 
support its contentions. Among formal matters are investi- 
gations as to conditions of service for the consumers as a whéle, 
standards of heating value of gas, issuance of securities, and 
above all, rates for service. 


Tur Procuss or Ratz Recu.ation 


The determination of rates for service is the most important 
function of a Commission. Because of the issues involved, the 
importance to the company and the consumers, and the bitter 
controversy often resulting, a rate case is often a long-drawn- 
out proceeding requiring several years to reach a conclusion. 
In regulating rates, the Commission must determine the neces- 
sary expenses of operating the plant to produce the commodity 
sold, including all direct expenses such as fuel and plant labor 
as well as the business expenses incurred in accounting, collec- 
tion of bills, general officers’ salaries, and taxcs, 

Besides the expense of running the business (called ‘oper- 
ating expenses’), the company is entitled to a fair return on 
the fair value of its property devoted to the public service. The 
process of determining fair valuc of the property is the most 
bitterly contested part of a rate procceding. It involves the 
testimony of experts whose opinions vary widely, It also raises 
fundamental questions of theory and Jaw about which there 
are legitimate differences of opinion. Depreciation is a factor 
necessarily recognized in determining fair value, and one that 
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causes no end of controversy. Finally, thére is the question of 
what rate of return ts fair. 

After the Commission has rendered its decision, the losing 
party, if so disposed and financially able, may challenge the 
Commission’s decision and take the case to the courts, Appeal 
may be had from lower to higher courts. Cases involving 
important principles may even reach the United States Su- 
preme Court, The entire litigation, from the beginning until 
the decision of the court of last resort is rendered, may take 
five years in the case of an important issue, but comparatively 
few cases are ever appealed to the courts and very few are 
ever carried to the higher courts. 


VALUATION 


* After this brief outline of 1ate case procedure we may pro- 
ceed to discuss in some detail the three principal determina- 
tions involved: (x) valuation or the determination of a rate 
base, (2) the question of depreciation, and (3) the rate o} 
return. 

Valuation, or the determination of a rate base, is the process 
of arriving at the fair value of the property clevoted to the 
service of the public, In ordinary commercial dealings, one 
can readily obtain the market or exchange value of goods, Not 
so with public utility properties, Such properties are sold 
infrequently, they are not located close to one another, they 
are comparatively few in number, they are all different,—in 
short, there is no day-to-day market. Value, then, must be 
estimated in some other manner, and the value so obtained is 
looked upon as a special kind of value, known as “value for 
rate making.” What are the rules for determining value for 
rate making? The United States Supreme Court said in 1898 
in the case of Smyth versus Ames: 


We hold, however, that the basis of all calculations as to 
the reasonableness of rates—must be the fair value of the 


‘ 
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property being ised by it for the convenience of the public, 
And in order to ascettain that value, the original cost of 
construction, the amount expended in permanent improve- 
ments, the amount and market value of its stock, the pres- 
ent as compaed with the original cost of constiuction—are 
all matters for consideration, and are to be given such 
weight as may be just and right in each case. We do not 
say that there may not be other matters to be regarded in 
estimating the value of the property. 


This historic decision sets up three basic considerations for 

value determination: 

(1) the original cost of construction, to which is added the 
cost of additions and from which retirements are to be 
deducted; 

(2) the cost of constructing the existing property under 
present price conditions, now known as “reproduction 
costs new”; 

(3) the amount and the market value of the company’s 
stocks and bonds, 


The last may be first considered and dismissed with the brief 
remark that it is now outmoded as evidence of value, It had 
some significance, perhaps, back in 1898, but today it means 
nothing. It is common knowledge that the amount of securi- 
ties of companies that antedate regulation has no necessary 
relation to cost or present value of plant, And as for the 
market value, the hectic days of 1929 are not too far in the 
past for us to remember the lack of significance, for these pur- 
poses, of security exchange values, 

The first two considerations: namely, original cost of con- 
struction and present-day cost of construction arc the principal 
guides as to what value is, Original cost of construction, gen- 
erally called “original cost” means the cost of the property 
(land, buildings, machinery, overheads, and so on) at the 
time the property was built. This must not be confused 
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with the fixed capital cost on the books, ar book vost. ‘The 
latter may represent more ar lows it may evens in the ete of 
ale companies, be the amount of securities isued to construct 
the plant, securities sold at a discount but entered an the bunks 
at face value under dhe then prevailing accounting practice, 

Original cost has certain advantyges as a rate bane, Tt is eavy 
to obtain where there has been proper and detailed! hookkeep- 
ing. It is stable, it is unallected by changes in price level, and 
in an honestly financed enterprise it represents the amount of 
money invested by the first owners, Of course, where the 
property has changed hands it may net represent the cast to 
the present owners, ‘The one grert disadvantage af original 
cost as a rate base is that it dues not represent what it would 
cost to build the property today, which may be considerably 
less or more, depending on the price level prevailing. 

Reproduction cost is the present cot of constructing the 
existing property. It is claimed by many that this is a fairer 
method than original cost becatse it expresses the value of the 
property in terms of the current purchasing power of the 
dollar, Reproduction-cost determination, however, isa laburis 
ous process, The innumerable items of plant must be inven 
toried and priced at current price levels, ‘Then there are all 
the appropriate “overheads” to be added. When the whale 
thing is finished it is the estimate of anly one expert appraiser 
at best, and in a rate case the variation in expert apinians is 
sometimes quite appalling, 

There are, moreover, other serious objections to repradue- 
tion cost. The utility's fortunes on this basis rise or fall as 
the price level changes. Low price levels, such as prevail in a 
depression, mean a low rate bases this, in turn, would seem ta 
mean lower rates, But lower rates coupled with the small 
sales due to economic conditions might mean bankruptey. In 
any case, the rate of return might be less than fair; rates might 
have to be higher despite the lower rate base. Everyone is 
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aware of the effect on electric companies, having an industrial 
load, of a reduction in rates during recent years, On the other 
hand, boom times with the accompanying high cost level 
would mean greatly increased returns to the utility. But over 
a long period of time, one wonders if the investor, as distinct 
from the speculator, really likes the alternate periods of feast 
and starvation, Yet, it is certain that he will not favor a fixed 
return in dollars of greatly reduced purchasing power. It all 
depends on the outlook at the time. If in the face of a threat. 
ened price rise utility investors faced a fixed rcturn, they might 
be expected to shift their investments to industries in which 
their investment could retain its purchasing power value, « 

Other objections to reproduction cost are the time and ex- 
pense necessary for the experts of the regulatory body to 
stucly a cnse, and the conflicts of expert opinions, Oftentimes 
“reproduction cost new” is claimed for property that is not used, 
is inadequate, is obsolete, or would not be built if the utility 
were to erect a new plant capable of turning out the same 
commodity, It must be remembered that she value of a public 
utility plant, like anything else, may be more than cost and less 
than cost of reproduction. 


Depreciation 


"The suggestion that a property may not be worth reproduc- 
ing leads to another important consideration. Whether one 
adheres to original cost or to reproduction cost, either method 
gives us the cost of a brand-new plant, But that is not what is 
wanted, The United States Supreme Court has said that the 
rate base must be present value. It is obvious that an old auto- 
mobile is not worth as much asa new one. There has occurred 
a loss of value, even though it is still serviceable. This loss in 
value is called depreciation. 

Broadly speaking, there are two kinds of depreciation: One 
is the physical depreciation caused by wear and tear; the other, 
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called functional depreciation, is the loss of value due to de. 
creasing ability to perform the function for whieh it was 
acquired, ‘The chief causes of functional depreciation ite in 
adequacy or lack of capacity, obsolescence brought about by 
the invention of something better, and requirements or ard 
nances of a govertinental authority setting different suundires 
of service, promulgating zoning restrictions, or changing the 
industrial or residential complexion of a neighburhaad, 

Since depreciation is a loss in value experienced in the course 
of service to the public, it is but fair that the customers: in 
whose behalf the property is gradually consumed and finally 
worn out should pay the cost of the consumed equipment, 
Someone must pay for this loss. The investor will not will- 
ingly do this, and certainly the same investor will not da se 
more than once, [tis part of the cast of the service and must 
be borne by the consumer, ‘The question is--how? Shall 
those consumers who enjoy its use pay for it aver a period of 
years? Or, since property is mast often retired because some: 
thing bigger or better replaces it, shall the beneficiaries of the 
new and more efficient machine pay the cost of that whielt 
was scrapped to enable them to have the new ane? ‘These nwo 
questions contrast the basic ideas around whieh considerable 
controversy has develaped. 

Those who believe that the lox of value should be recouped 
during the lifetime of equipment usually favor the straighe line 
method, They attempt to estimate what the life of equipment 
will be, based on the experience of the past and in view of 
existing conditions. Then they apportion the cast of the equip. 
ment equally over the number of years in the estimated life. 
For example, if the estimated service life is ten years and the 
cost to be recovered is $1,000, then the depreciation is 10 per 
cent a year and the amount to be collected from the consumers 
is $roo. A variation of this is found in the sinking-fund 
method, which reduced the consumer's contribution to some 
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figure below $100 on the ground that his contribution will 
carn interest until the time the property is retired. 

The straight line method has been adopted by the Interstate 
Commerce Commission for railroads and telephone companies, 
and by the New York and Wisconsin public service commis- 
sions, Some utilities follow this method, notably the con- 
stiluent companies of the American Telephone & Telegraph 
Company. It has the advantage of administrative simplicity, 
but its chief weakness is the difficulty of estimating accurately 
the service life of equipment. Its staunchest adherents admit 
that this cannot be fixed definitely for a long period but must 
be adjusted when conditions demand it. There is some ques- 
tion, also, as'to whether the courts will allow the commissions 
to go so far as to substitute their judgment for the judgment 
of the management on so important a matter of business 
policy. 

The other method is the Retirement Expense Method. This 
method proceeds on the assumption that the service value of 
property is about the same throughout its life if it is properly 
maintained, and that depreciation occurs only at the instant 
it gous out of service—at which time it depreciates the full roo 
per cent, Customers, at the time the property is retired from 
service, bear the full brunt of the retirement expense. It is 
further emphasized that since obsolescence and inadequacy are 
the principal causes of retirement, the beneficiaries of the 
economies of new equipment ought to pay the cost of the old 
superseded equipment, It is also pointed out that a utility 
property does not all depreciate at one time and that in a large 
property the flow of retirements is quite regular, A modest 
reserve in any case should be sufficient to equalize any irregu- 
larities, 

The answer would seem to be that the important thing is 
to maintain the earning power of the investment and to keep 
reserves of sufficient size to mect the most violent probable 
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fluctuations, ‘This can he done witheut the complexity af 
expense of the straight fine method based on estinnted fife. 
In the controversy over method this aim is often forgotten, 


Rare or Rerorn 


In addition to the question of valuation and that of depreeist 
tion there is a third which demands considerable attention in 
a rate proceeding: namely, the rate of return to be allowed 
on the value of the property. Jt is evident that the higher the 
rate of return the larger will be the campany's income. 

What isa fair rate of return? ‘The courts have said, “Income 
is property.” So the answer to the question is a judicial one. 
In the Bluefield Water Works case the United States Supreme 
Court stated: 

The return should he reasonably sufficient to axsure cone 
fidence in the financial soundness of the utifity and should 
be adequate, under efficient and coonomical mamigement, 
to maintain and support its credit and enable it ta raise the 
money necessary for the proper discharge of its public 
duves. A rate of return may be reasonable at one tine and 
become too high or too low by changes affecting appar: 
tunity for investment, the money market ane business con 
ditions generally. 


This decision makes it clear that the rate must vary accord: 
ing to the money market and economic conditions, ‘The rate 
of return cannot be too low because that would be confiscation 
of income, which the courts have declared is unconstitutional, 
Te has been stated that the public utility requires a heavy 
capital investment, Hence, in order to funetion praperly the 
utility must be able to attract capital, Obviously, there must 
he a sufficient return on the existing investment to attract mare 
money as it is needed. 

There are clements of risk in the utility business. Public 


eee 


1 Bluefield Water Works Co. vs, Weat Virginia 1. §, Gy afia U. 8 Goy (raga). 
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authorities sometimes grant franchises to competing industrics, 
Many a strect railway company has scen franchises given to 
competing bus lines. Nor can a public authority hold back 
progress by refusing franchise grants in order to protect a 
utility from competition, Public opinion would not tolerate 
it. Hence, the rate of return must take into consideration 
whatever risks are involved, whether economic or political, 
These elements guide a commission in fixing a rate of return, 
In the past the rate of return allowed has varied between six 
and eight per cent, 


Crrricisms or ‘tru Sysrzm or ReGual'ton 


Asa result af the resentment toward utilities which has been 
built up in the public mind, partly because of the widely pub- 
licized abuses practiced by some companics and partly because 
the utilities make good political footballs for the politician, 
the conviction has developed among some groups that regu- 
lation has failed and that commissions have been remiss in 
protecting the public, Some contend that the commissions 
have not protected the public interest, that they have remained 
aloof, and that they have acted as a quasi-judicial body try- 
ing to be fair to all instead of being partisan on the side of the 
consumer, . 

It is true that commission regulation has not done all that 
was expected of it, but this is not necessarily the fault of com. 
mission regulation, If there is to be proper regulation, the 
public must be willing to pay the cost, They cannot expect 
miracles if they are unwilling to equip a commission with 
sufficient men and pay the kind of salary that will attract the 
best talent. It might be remarked here that in England the 
British Civil Service pays higher salaries than private concerns, 
This policy is defended on the ground that it attracts the best 
talent to government service. In this country government 
salaries are notoriously low and, what is probably more im- 
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portant, the government employee is subject to the politicitns 
even when employed in the Civil Service. 

A common complaint against commissions is thar they do 
not reduce rates. This complaint is often heard despite the 
fact that rate reductions have frequently heen ordered, and 
that the price of utility services is low, Tt must be remem. 
bered that the courts have had a strong part in stying haw 
rates are to be made, ‘The ruling on Smyth vs. Ames is still 
the law of the land, Commissions are bound by this rule and 
also by the United States Constitution. [Cwould be foolish for 
a commission to order a rate reduction if the reduction were 
such that the courts would overthrow it Moreaver, few peaple 
understand anything about the working of reyulation. liven 
fewer are capable of understanding that untess a utility: earns 
a fair return, the service will become poor, extensions will not 
be made, moncy cannot be raised, and the enterprise will 
become insolvent. No matter how tow rites are, there will 
always be a demand for lower rates, The public is not reason 
able and probably cannot he expected to be. Mere Ties the 
function of commission regulation: to substitute the reason 
ableness that comes with knowledge for the unreasomableness 
that comes out of ignorance. ‘The function of a commission 
is not “to reduce rates# as a mayor of a large ily recently 
stated; its task is to secure rites as low as is possible, to keep 
the quality of the service up to the standards demanded, and ta 
deal so fairly with the investor that he will provide miare 
capital at the lowest average cast as more enpital is needed. 

Real basic defects of regulation are the heavy cost af rite 
case proceedings, the length of time consumed in such a pro: 
ceeding, and the ability of a defeated party to delay the final 
answer by protracted court proceedings. An example of an 
attempt to cut down the cost and reduce the time required for 
a rate determination is found in the recent legislation in New 
York and New Hampshire compelling utilities to set up and 
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maintain a continuing property record. This continuing prop- 
erty record is an inventory priced at original cost which is kept 
up to date by revising it as additions and retirements are made. ” 
Since the time-consuming part of a rate case is the compilation 
and pricing of an inventory, it is evident that a continuing 
property record will reduce the time required. 

It is only just and fair to the commissions to appreciate what 
an achievement commission regulation has been when com- 
pared with conditions prevailing before the establishment of 
commissions, Accounting in utility companies was chaotic, 
prior to regulation. Securitics were issued at will and the 
proceeds could go into the pockets of the operators as readily 
as into plant. Standards of service were poor, and there was 
nO one to set up proper standards and to enforce them. The 
ordinary consumer had no representative to state his grievance 
and to seek redress, Rates were high, and few people obtained 
the benefits of service, All these abuses have been corrected by 
commissions, who often have had to force utilities to adopt 
measures that were for their own good. Commission regula- 
tion is not perfect, but it is a big improvement, Moreover, it 
can be further improved, 


ALTERNATIVES TO REGULATION 
Those who are dissatisfied with regulation have offered three 
principal substitutes. One is a return to competition among 
utilities themselves, another is the substitution of government 
ownership for the privately owned and operated utility, and 
the third is competition with the private utility by the govern- 
ment itself, 


Competition 

It is not likely that the old order of private competition will 
return, There are too many people living who remember the 
days when the Jaw of the jungle ruled the public utility busi- 
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ness, People recall the unfair tide practices, the petiod of fow 
prices when the hatle was on, and the high prres that the 
vietor of che war demanded wher bis campetitur were fared 
out of business. ‘The presence of twa, tires, snd even mare, 
gas maing in the same block in the streets of New York Gity is 
mute evidence of the waste of such competition. Eventually, 
combination always resulted, with a comeqhent seqipping: of 
expensive equipment. The stockholders af the losing cancertis 
lost their equity, the bondholders salvaged what they could 
The public, when it was all over, paid the cost af the fight in 
inferior service while the victor strove to regain his strength. 

It does not seem likely, therefore, dee we will Quin fram 
regulation to the old competition among private companies, 
although in these days, when many old things sure paraded as 
new, it is not surprising to find the idea current again, 


Government com petition 

There is a reeent form of competition that has beeame promi 
nent under the “New Deal.” ‘This is competition with private 
utilities undertaken by municipalities and an a large suile by 
the Federal government itself, 

The antagonism of the public toward utilities, broughr about 
by the abuses of some companies that were given wide pub 
licity at a time when the public was suffering fram a depres: 
sion state of mind, took the form of general demands fur rate 
reductions, “Why should the utilities prosper when most other 
industries were depressed?" was the question asked even by 
people who knew that if an industry is barred from making 
extra gains in boom periods it cannot take losses in periads of 
depression if it is to carn a fair return, This state of mind, 
together with the dissatisfaction with the slaw course af regu 
Jation and the restraint upon short-cut action by the courts, 
suggested resort to the use of the strong arm of government 
to force a lowering of rates, This determination has expressed 
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itself in the offer of loans and gifts by the Federal government 
to communities to induce thém to set up municipal plants. 
In addition to trying to induce others to compete, the Federal 
government provided itself with plans for a power plant on 
the St, Lawrence River, the “’Quoddy Project” in Maine, the 
construction of power plants on the Columbia River in Oregon, 
and the well-known projects in the Tennessee Valley. 

One fact hardly understood at all by the public, and conse- 
quently not appreciated, should be made clear: the modern 
utility serves as a tax collector for the government. Few people 
realize that out of every dollar paid for electricity, from ten to 
twenty cents is turned over to the government in the form of 
taxes, A government-owned plant usually pays no taxes. 
Under those circumstances, the privately owned plant cannot 
possibly compete on fair and equal terms no matter how much 
more efficient the private plant may be, What is eventually 
experienced and then understood is that when the private plant 
is forced out of business, the taxes, formerly collected from the 
consumers as part of the bill and turned over to the govern- 
inent, will have to be met some other way. 

As has been shown, competition between two plants serving 
the same area is economically wasteful. It makes no difference 
if one of the competitors is the Federal government. Economic 
war is never profitable, even to the victor; it is a wasteful, 
expensive way of regulating, This is so simple an economic 
proposition that there is considerable excuse for doubting the 
sincerity of those who propose government competition as @ 
means of regulation, 

Furthermore, the Federal government can hide its Losses 
and make the public pay them in the disguise of higher general 
taxes, In the case of the New Deal experiment, the govern- 
ment is levying higher taxes on the utilities, thus making them 
support the instrumentality set up to destroy them. ‘This taxa- 
tion cannot go on forever. Either the courts will stop it, or 
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there must be higher sates. Unless one or the ather happens, 
the utilities will be forced into insolvency, Possibly destruction 
rather than regulation is the sim, 


Government ownership 

Government ownership, with private or government aperst- 
tion, is another alternative to regulation, As an alternative to 
regulation rather than a method of regulation (by competi- 
tion) this suggestion commands much more respect. "Theo 
retically government ownership should operate without a profit 
after paying the interest on money burrowed to finance 
the investment. As the government cin borrew capital at 
lower interest rates than the private operator, it ought to be 
possible to run a government plant more cheaply anc serve the 
public at a lower rate. : 

Unfortunately, things do not work out in practice as they 
should, Everyone knows that what government undertakes 
tends to come under the influence of the politicians. Tt has 
taken nearly seventy years, from the time of President Grant 
to the present, to establish some kind of effective civil service 
in the government service. Yet even at this late date, the civil 
service is far from what can reasonably be expected. Many 
contend that in recent years the civil service has become more 
subservient to the politician rather than less so. We may take 
it for granted that any government-owned plant would be a 
haven for politicians, if not at the beginning, then after a 
pertod of time, 

This tendency to inefficiency is recognized in New York 
State, where municipally operated plants are under the super. 
vision of the State Public Service Commission to the same 
extent as privately owned companies. However, this is an 
innovation, and it remains to be seen whether the Commission 
can regulate effectively or whether the local politicians will be 
able to reach the state legislature. Bearing in mind that the 
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Public Service Commission is a creature of the legislature, that 
the legislature can reorganize the Commission at will, that the 
Commissioners are removable by the Governor, one wonders 
if the Commission will be allowed to do the unpopular but 
just thing when an election is at stake or the votes of a certain 
municipality are needed. Will popular opinion throughout 
the rest of the state support the Commission? 

The alternatives mentioned are fortunately not the only 
ones open to us, Regulation of a sane and sound sort can be 
established, There are some obvious methods for strengthening 
regulation: first, the appointment of commissioners can be 
taken out of politics. One method is to require that only a 
certain proportion of the commission can belong to the one 
political body, Another qualification should be written into 
the law, requiring some or all commissioners to be profes- 
sionally trained men such as lawyers, accountants, engineers, 
or economists. The utility business is a highly technical one, 
and those set up by the state to regulate it ought to have some 
technical training, some experience, and some demonstrated 
special ability, Again, the commission should not be subject 
to reorganization at the whim of the legislature. It is quasi- 
judicial in some aspects and the commissioners ought to have 
some of the security of office that judges enjoy. Their removal 
should be accomplished in the manner that the law provides 
for judges, not at the will of a governor. Finally, the personnel 
should be properly paid so that the enginecring, accounting 
and legal positions will be attractive enough to draw the best 
talent to the service of the state, 

Properly undertaken, regulation can be effective and suc- 
cessful. Commissions can command the respect of the utilities 
and of the people, as well as the support of the courts. ‘The 
past history of commissions, especially the earlier history, is a 
glorious one. It is still possible for the commissions to lead the 
utility industries as they have done in the past, But in the last 
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analysis, it is up to the people. As the olf axiom puts dts "The 
people get the kind of government they want.” 
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+o 
(ii) 
* A Proposed Government Power Policy! 


Arthur 1. Morgan 


The regulation of public utilities is merely one part of a 
much wider problem involving the equalization of produc 
tion and consumption, a problem which can possilily best 





1 Reprinted fiom The New York Times, issue of January 17, 1947, and the 
Survey Graphic, issue of Pohomuy 1947, with the Mind peruioin of the editars, 
and Dr. Morgan. 
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be approached though some kind of National Planning 
Council. ‘The type of power policy now miniatured in the 
EVA Act is clearly one of the most interesting of all re- 
cent developments associated with public ownership and 
public operation of public utilities, Presiclent Roosevelt has 
suggested “the organization of a power-transmission pool 
which would make TVA. power equally available to pub- 
lic and private distributors over both public and private 
transmission fines... ., and secondly the definition of a 
national power policy through act of congress to be admin- 
istered hy sbme national body such as the Federal Power 
Commission.” Here is a new tentative, Can it help solve 
one of our vital modern problems? “I, M. 


IIs 18 AN EFFOR’ to state my personal views on the clectric 
A See issue, especially as it affects the Tennessee Valley 
Authority, and also to indicate the social attitude which leads 
to my conclusions. In its physical setting the power program 
of the TVA is part of a far-reaching project for the unified 
development of the Tennessee River system. The spirit in 
which that program is worked out will tend to reflect the 
personal and social outlooks of those who formulate and 
administer it 
In the background of the electric power controversy is the 
long struggle over the elimination of special privilege and the 
reduction of arbitrary and capricious inequalities of oppor- 
tunity, No less important than equality of opportunity is the 
increase in total apportunity through technical developments 
and social organization, The electric power industry should 
exist for the consumer, and not primarily as a profitable field 
of investment or to supply business for investment bankers, 
In the long run this main purpose of providing the widest 
and best possible service at the lowest possible cast will be most 
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fully realized if aggressive action in the public interest is 
undertaken in a spirit of open dealing, and of honest reyard 
for legitimate interests, both public and private. Tn the long 
run sharp practice and arbitrary methods will not he helpful 
cither to the public or Lo private interests, 

A very important decision is involved in the treatment of 
the power issue in ‘I'VA territory, Shall there be an effort 
on the part of public officials to work with the private utility 
companies to remove abuses, to insure maximum service at 
minimum cost and to insure opportunity for public ownership 
where it is desired, or shall men who administer public projects 
adopt a fight-to-the-finish attitude toward the private power 
companies, which might have the natural and perhaps inevi- 
table consequence of disruption of the private systems, the 
destruction of legitimate investments and of economical serv. 
ice, and the sudden; if unexpected, throwing of great power 
systems into premature and unprepared-for public ownership ? 
The results of noncodperation might have the effect of a 
violent public reaction against government participation in the 
power business. 

I believe that we should ceal with the private power com. 
panies to the end of eliminating abuses, while preserving the 
right of the people to acquire their own power service by 
public ownership if they choose, In the process of transition 
from private to public ownership there should be respect for 
legitimate private investments in the utility business, and indi- 
vidual local communities should he required to respect the 
interests of the larger communities of which they are a part by 
preserving the economy and efficiency of well-integrated power 
systems, I believe we should endeavor to wark with the pri- 
vate companies on the basis of mutual confidence and good. 
will, but with cireumspection, and without surrendering any 
weapons before a satisfactory settlement of the problem is 
reached, 
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Tur: Past ov rim Private Compants 

Ido not advocate cofperation through any naive belief that 
the private companies have a consistent record of good be- 
havior, for I believe that those who advocate a fight to the 
finish have strong arguments in their favor, The aim of some 
powerful leaders in the private electric utility industry com- 
monly has been to ruthlessly destroy public ownership by every 
possible means, For years the National Electric Light Asso- 
ciation published a propaganda yearbook called “Political 
Ownership,” which, in my opinion, failed to meet the stand- 
ards of fair play and good citizenship. While president of 
Antioch College I was informed by the vice-president and 
general manager of a large power company that “the least 
suggestion of encouragement” to even mildly discuss public 
ownership of power would be an offense to his company. I 
have personally been approached with a proposal that I take 
part in what I considered to be undercover power propaganda 
in the public schools, For years before the creation of the 
TVA, I was personally subjected to adverse propaganda by 
utility interests, sometimes open and sometimes private, and 
the institution of which I was the head was similarly subject 
to alverse and, I believe, misleading propaganda [rom the 
same source, I need to rely only on statements made to me by 
utility executives and their business associates to believe that 
disregard for the public interest and abuse of power have been 
great, though not universal. 

Partly by such direct personal knowledge and partly by the 
reports of the Federal Trade Commission and otherwise, J 
have come to the belief that the attitude of a ruthless fight to 
the finish and without quarter against public ownership of 
power has been a characteristic position of the private utilities. 
I believe that in their fight, private utility interests have bribed 
legislatures and public utility commissioners, controlled news- 
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papers and banks, endeavored to cripple ar destcay responsible 
and sound educational institutions which dared to be inde. 
pendent, threatened college professors and others with libel if 
they dared to publish the facts, and perhaps have made it dif. 
cult for public ownership projects to sell bonds. 

It is my opinion that the ruthless attitude which in the past 
has been exhibited by some of the private utilities, and which 
to some extent was the “mental climate” of the utility industry 
as a whole, is not an isolated phenomenon. I think it has been 
only a typical case of the arrogance and intolerance which 
special privilege and economic power have very often ex. 
hibited. 

I believe, too, that the long fight to eliminate utility abuses 
is part of a slow-moving social revolution which is striving to 
free the mass of the people from exploitation and to remove 
arbitrary and capricious inequalitics of opportunity, Some 
men, among whom Senator Norris is outstanding, have given 
their lives sincerely and unselfishly to the fight against utility 
abuses and similar misuse of power. However, in any great 
public movement, along with such completely sincere and 
public-spirited men, there will be others with various mixtures 
of public interest and self-interest, and they tend to complicate 
the problem, 

Some of those who have vigorously opposed private utility 
abuses have had long experience with the tactics associated 
with such abuses and have no confidence in any apparent 
change of attitude, They hold it to be a case of 


When the devil was sick 
The devil a monk would be, 


and that should the private companies again get the upper 
hand it would turn out that 


When the devil was well 
The devil a monk was he 
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It is the honest opinion of some public men that any nego- 
dation with the private utilities is unwise and dangerous. 


A Basts ot Codprration 


Yet notwithstanding my own experiences and what I have 
learned of utility abuses, I believe that at the present time the 
proper attitude to take with reference to ‘I'VA power is to 
strive Lo find a basis of agreement between the TVA and the 
private utilities which will protect both public and private 
investments, and will lead to the widest possible distribution of 
electric power at the lowest possible rates. I believe that only 
in that way can we secure the greatest sum Lotal of social values 
whether under public or private administration, Since the 
creation of the Tennessee Valley Authority I have taken that 
attitude, 

There are several reasons for such a position. 

First, I believe that in 1933 the utilities were greatly con- 
cerned over the general course of events, and that there was 
then a fair chance to find a basis for procedure which would 
have protected the public interest and kept open the way for 
public ownership, and which might have made possible a 
much greater advance in the TVA program. I believe that 
some leading utility executives are today in a mood to desire 
a reasonable working arrangement, and that it may be possible 
to arrive ata solution which will protect both public and pri- 
vate interests, and which would mark a great advance in public 
policy. 

Aggressively liberal governments seldom have remained in 
power for long at a time. If there should be another world 
depression during the next few years, and if the optimism of 
rising prosperity should change again to the depth of depres. 
sion, political power might shift, and reaction might be in 
control. My attitude would be to try to establish a substantial 
advance in public policy while there is opportunity, For per- 
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haps the first dime in our history the electric power interests 
are on the defensive. Neither utility exccutives nor public 
officials know what will he the future trend of public policy. 
Tt may turn on world-wide issues rather than on danestic 
causes, When neither side is sure of the future is a good time 
to promote intelligent reasonableness, and thereby to improve 
the quality of government and of public life, 

Second, during recent years there has been a change in the 
quality of the leadership of utility companies, A greater num. 
ber of more publicspiritedl, forward-looking: men are coming 
into control of some of the large systems, though that change 
has not yet gone as far as could be desired, "This change for 
the better is due partly lo the increasing emergence in business 
of innate American decency, and partly ta the fact that those 
who control the utilities see the handwriting on the wall, and 
are trying to pul their house in order while there is yet time, 
Tam for recognizing any such effort. 

It is not wise so to center attention upon utility abuses as to 
fail Lo see the great achievements of the electric power industry 
in Americn. ‘There has been an intelligent aggressiveness in 
technical develapment and activity in the integration of the 
industry which has brought about a high level of convenience 
and service. ‘There should be honest recognition of that 
achievement and an effort not to lose the technical and exectte 
tive ability which has brought it about. It is unfortunate that 
more of these savings and efficiencies have not been passed on 
to the consumers, but so often have been used to inflate capital- 
ization or to support excessive service charges. 

One of the chief obstacles to effective codperation of the 
government with the power industry is the continuance in 
positions of power and authority of some utility men who seem 
not to have changed their habits of mind from the days of 
exploitation and unscrupulous use of power, So long as those 
in ultimate control of the industry choose to be represented by 
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such men, the position of these who stand for open and impar- 
tial dealing with the industry is made extremely difficult. 
Under such circumstances it is very hard for such public men 
to refute the charge that they are playing into the hands of 
an industry that is essentially unregenerate. Nothing would 
so much strengthen the position of public men who are striving 
for fair play between the government and the industry as the 
uniform presence in key positions in the private industry of 
men who by their attitudes and habits give assurance of open 
dealing and sincere acceptance of socially sound public policy. 
This is a real crux of the power issuc, and it is difficult for 
progress to be made except to the extent that the condition is 
corrected, 

T hold that wherever a high quality of industrial statesman- 
ship exists in the industry, it should be recognized and co- 
operated with, and thereby strengthened. The growth of 
mutual confidence and respect must be contributed to from 
both sides, ‘To some degree a basis for it already exists, and 
it is the business of every one concerned to encourage its in- 
crease, rather than to destroy it by arbitrary hostility. Mutual 
confidence clacs nol come into existence fully matured. It is 
an achievement growing out of open dealing, patience and 
perseverance, 

Third, I am for arriving at a fair working arrangement with 
the utilities in order to allow a gradual transition from private 
to public ownership, to whatever extent that proves by experi- 
ence to be desirable, I believe that a considerable period of 
experiment and development will be necessary before America 
is ready for wholesale public ownership, It is no secret that 
graft, incompetence, bureaucracy, red (ape, and patronage have 
been realities in American government. Unless these can be 
brought well under control they may devour more than does 
all the waste of exploitation and abuse in the private industry, 
serious as that is. (We should recognize, however, that it is 
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not only government which suffers from internal polities, 
Most of the great power combinations are less than twenty-five 
years old, yet I suspect that few of them are free from the 
problem of bureaucracy, nepotism, and patronage which tend 
to go with bigness, cither public or private.) 

Our government has had litte experience in handling large 
operating businesses, and we have not yet developed effective 
methods, With all the good will in the world, it will take 
time to evalve them. The assumption that only political agita- 
tion and action are necessary to bring about sound public 
ownership of power is naive, and will lead ultimately to higher 
costs and to more restricted service, ‘There are real and difficult 
problems to be solved, bath technical and administrative. 

I favor enough public ownership to enable the country to 
work out effective methods on a life-sized scale, but not so 
much public ownership that we shall be swamped by inefii- 
ciency before we learn how to make it effective and economical, 

The American people have a right to actual examples of 
public ownership to supply a basis for coming to long-time 
conclusions on the subject. We should not be forced to decide 
by abstract theory. I disagree both with private utility men 
who would prevent any trial of public ownership on a large 
scale, and with public ownership advocates who would take a 
course the success of which would bring the utilities to uncon- 
ditional surrender, 

To promote fair and consistent conditions in Federal power 
projects, and in accord with the President's ideas, there prob- 
ably should be developed through Congressional action a 
national power policy administered by a Federal agency, which 
will enable the people of the United States and the utility in 
terests to predict future action and to plan accordingly. Such 
a uniform policy is desirable, too, in order to prevent govern 
ment projects in different parts of the country from entering 
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into competition with cach other ta secure industries using 
large quantilies of power, 

Fourth, there is another reason for my desire to find common 
ground with the utilities, which perhaps is more important 
than all the others combined. By the manner in which this 
conflict and others like it are handled, America is deciding 
litle by litde whether, in the great social readjustments that 
are taking place, there shall be a strengthening of democratic 
methods, reasonableness, fair play, and open dealings or 
whether we shall drift into bitter class controversies which 
lead to violent and arbitrary action, so prevalent today in 
several other countries, 

There are powerful forces which tend to drive governments 
to extreme and despotic action. Some governments which 
abandon reasonableness and apen inquiry for the exercise of 
arbitrary power are looked upon as very radical, and others as 
correspondingly reactionary, yet they tend to become much 
alike in their development of class bitterness, in the supplant 
ing of freedom of opinion by arbitrary force, and in the de- 
velopment of irresponsible dictation. America may have : 
difficult time in keeping to even the limited degree of orderly 
democracy which has been achieved. That issue is so serious, 
and the destiny of our country is so much at stake, that a spirit 
of tolerance and reasonableness on both sicles is a public obliga- 
tion, Such an attitude dovs not imply indifference or lack of 
aggressive action. 


Tur Way ov REasonapLennss 


The social and political methods we set up may control our 
national life for a longer time than the physical changes we 
cause. To bring about desirable changes by wholesome and 
civilized methods requires more of statesmanship and of cour- 
age than to bring them about by arbitrary coercion or destruc- 
tion of values, ‘To achieve and to maintain disinterested justice 
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in the processes of government, and the funcumentel decencies 
of government and society, is even a greater accomplishment 
than quickly to increase the supply of cleetricily: 

If the power issue can be worked out by the provess of open 
analysis under qualified leadership, with bath sides disclosing 
all facts, and with honest recognition of difficulties, che solu. 
tion may not be perfect, but it will be a contribution to good 
government, Public demand for such methads would do 
much toward bringing them into use. ‘That process would 
result in a decrease of class hatred and of false propaganda, 
political manipulation, intrigue, destruction of investinent and 
of wasteful duplication of facilities, ‘The invaluable habit of 
reaching the solution of public issues by reasonable methods 
would be strengthened. ‘Chere would be an advance in the 
quality of public life. ‘That, T have hoped, would he a con- 
tribution which the T'VA might make to the art of govern. 
ment in America. 

liven though we hold that the utilities in the past have been 
dictatorial and have tended to thwart democratic government, 
that docs not justify a similar attitude on the part of men in 
public life, For along period France and Germany have been 
hitter enemies, each trying to dominate the other Ts that 
antagonism never to be crased? Is there not developing in 
America a similar chronic bitterness? 

At some time or other such vicious circles must be broken. 
It is the part of statesmanship ta recognize oppartunities to da 
that, and to make the best possible use of them, It is by such 
seizing of opportunities that civilized government and society 
develop. Now, while the private utilities are on the defensive, 
there is opportunity to break the cirele of conflict and to seek 
for a fair ancl impartial analysis of the issue, and for its solution 
on the basis of fair play in the public interest. More than 
cheap power is at stake; a new element of democratic decency 
jcan be introduced into public life. The sovercign government 
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is under obligation not to make capricious or arbitrary use of 
its power, but to act with restraint and fairness and without a 
spirit of retaliation, 

But what if the power companies reject such an approach? 
In that case two steps should be taken. First, a clear program 
should be developed and announced, indicating what in the 
opinion of qualified public authorities would constitute a fair 
settlement; and second, a vigorous campaign should be waged 
to compel the utilities to accept the process of settlement by 
open-minded analysis. Public authorities should not give up 
any powers of compulsion until a reasonable process of solution 
has been worked out and well established. Until the method 
of solving the issue by open inquiry and analysis has been 
accepled by the utilities, there should be no respite from 
aggressive action by public authorities, But the utilities have 
a right to know what it is that is asked of them, and what 
are the conditions under which peace might be established, 
A sovereign government should have policies known to all, 
and its programs should be faithful expressions of those poli- 
cies. I regret to say that the power companies in the ‘Ten- 
nessce Valley region have not been assured as to what are the 
intentions of the TVA concerning them. It is my personal 
conviction that such disclosures should he publicly made. 


Maxine 4 Power Barcain 


On both sides efforts to achieve peace have been too much a 
process of threatening and bluffing; just such a process as 
preceded the World War, and again threatens Europe, That 
process is a menace to democratic government, and so far as 
possible should be replaced by open inquiry and analysis, Not 
all elements of the problem are subject to definite analysis, and 
perfection would not be achieved at once, but a great advance 
could be made, I believe that if the power companies should 
refuse to respond to such an attitude, public opinion would 
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compel them to do so, They have a great stake in the matter, 
for if class hatred and suspicion continue to increase there may 
develop extremes of antagonism too great to be overcome, and 
conflict may result. 

Now let me outline what in my opinion would be some of 
the conditions of a reasonable settlement. 

There should be clear and unqualified admission of the right 
of the public to own and to operate its awn power supply if it 
chooses to do so and if it proceeds in a fair manner, There 
should be agreement not to obstruct reasonable efforts to that 
end, 

It should be recognized that the public i is under no abligation 
to pay for inflated securities, excessive service charges or for 
any manipulated profits in the purchase or transfer of prop. 
ertics. It is under no obligation to pay tribute to vested power 
or strategic position, but only reasonable compensation for 
legitimate and useful services, the open competitive interest 
rates on money invested in used and useful investment com- 
mitted to the public service, and reasonable charges for man- 
agement, operation, maintenance and depreciation, . Because 
electric power supply is a public monopoly and ix nat regu- 
lated by competition in the manner of private business, it must 
be conducted in the spirit of service, in an effort ta give the 
widest possible service at the lowest possible cost, and not in 
an effort to get the largest possible net return from the most 
profitable business, It should be recognized, however, that a 
utility can give most satisfactory service if compensation under 
these headings is adequate to allow considerable freedom of 
action and to support a vigorous and progressive business 
policy. 

Thrift, saving and prudent investment in serving the public 
are in the public interest, and should be respected in the utility 
business as elsewhere, In the long run failure to recognize 
that fact will cost the public dearly in high interest rates and 
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loss of public credit. Duplication of facilities should be 
avoided, If a community undertakes public ownership, the 
existing private properties should-be taken over at a fair price, 
as determined by agreement or by impartial appraisal, 

Studies should be made to define power distribution areas 
or districts of the most suitable size for satisfactory and eco- 
nomical service, or legal provision should be made for such 
determination when the need may arise. Then in case of 
transfer from private to public ownership the change should 
be made by entire districts and not by fragments, unless some 
program of progressive transition should be worked out. In 
deciding on the size and boundaries of power distribution dis- 
tricts there should be an effort to Ieave no area unprovided for, 
even if immediate service to the less productive areas should 
not prove feasible, American state and local governments 
have evolved varied and adequate procedures. which can be 
adapted to nearly every problem that may arise with reference 
to the boundaries and interrelations of power distribution 
districts, : 

There should be an effort to avoid arbitrary disruption of 
existing efficient systems, Cities in general should be suitably 
associated with a fair proportion of surrounding rural areas, 
Distribution districts should be large enough to justify good 
management, engineering and other technical service and ade- 
quate operating equipment, - They should be large enough for 
efficiency, Oversize, and the resulting tendency to bureaucracy 
should be avoided. Study to determine. the best size of operat. 

"ing districts is needed, — 

The large private power networks within TVA transmission 
range depend for operating efficiency on a relatively small 
number of the larger cities. A campaign which would result 
in public ownership in ten to twenty of these cities might prac- 
tically clestroy the ability of the large systems to render maxi- 
mum service or to maintain economical generation and trans- 
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mission systems, Effort to bring about such disruption seems 
to be under way, On the other hand, if distribution areas of 
sufficient size should be taken over by the publie ax tuaits, with 
suitable proportions of city and country and of good sind poor 
territory in cach, and if the prapertion Giken aver should be 
paid for at reasonable prices, then transition fram priviite to 
public ownership could be an orderly process without destruc: 
tive disruption of existing systems, Legitimue private invest 
ments would not be menaced; there woul be ne confusion 
and waste in unrelated local projects thraugh dupliction of 
services and facilities, and public projects would not compete 
with cach other for the choicest territary while avoiding the 
less profitable communities. 

Additional state and national Jegislation would be necessary 
fully to bring about such results, Certificates of convenience 
and necessity for public or private projects might he given by 
state utility commissions only when such reasonable candi. 
tions should be met. These results cannot be achieved all at 
once, but it would be well if some of the energies wasted in 
fighting over the electric-power issue were conserved for use 
in solving some of these important problems. ‘To contribute 
to their solution should be one of the major interests of any 
public organization dealing with the power issue in the TVA 
area, 


A Fair Yarpstick 


In reporting on public ownership in “yardstick” undertak- 
ings, public statements should be fair and representative. 
There should be no hidden subsidies, either of money or 
services. Demonstrations with public subsidies may be useful, 
but they should be honestly represented as subsidized demon. 
strations, 

There should be absence of arbitrary coercion on bath sides. 
Private companies should cease coercion in the form of ab- 
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stuctive litigation, inaccurate and misleading propaganda, 
interference with financing public ownership projects in the 
investment market, if such interference exists, or by bringing 
government into ridicule and contempt. Public officials should 
cease coercion, as by subsidies to duplicating and competing 
systems, by threats of constructing duplicating systems if arbi- 
trarily fixed prices are not accepted, or by threats of disruption 
of private systems with the effect of preventing their re- 
financing. 

As a part of its program for the unified development of the 
Tennessee River system, the TVA is building a series of great 
dams which inevitably will develop a very large amount of 
power, It would be a great economic loss for this power to 
be wasted while the private utilities build duplicate and com- 
peting power plants, If the TVA has power over and above 
ils own needs and the needs of all its other customers, it should 
sell that power to the private utilities at about what it would 
cost the private utilities to generate their own power, The 
private utilities, on the other hand, if assured of such supply, 
should not build additional generating plants until that assured 
supply of government power is fully used, 


A Power Poor 


Iam of the opinion that some type of power transmission 
pool, as recently suggested by the President, perhaps somewhat 
along the lines of the British grid system, may prove to be 
desirable. One form of pool might be somewhat as follows: 

The power pool organization would own the transmission 
lines. It would not generate electricity, but would buy it from 
the private or T'VA power plants, which would remain in 
their present ownership. ‘The pool would transmit that power 
and sell it at wholesale to any local distribution system, either 
publicly or privately owned. The transmission pool would 
buy from the cheapest sources, and would sell wherever the 
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power was needed. This method would reduce the total 
amount of generating capacity necessary, for if any region 
needed more power than the plants in that region could 
supply, the shortage could be met from some other region 
where there was a surplus, Such a proyect would raise ques- 
tions vital to all interested parties, Before a transmission pool 
could be established it would be necessary for the parties to 
agree on the conditions of purchase, transmission, and sale. 

“Power transmission pool” is a very general term which 
might be applied to many types of working arrangements. At 
one extreme some public officials, I believe, have suggested 
conditions which might largely destroy the private utilities; 
while at the other extreme the private utilities have suggested 
arrangements which would seem to be contrary to sound 
public policy. 

If the idea of a power pool were in danger of being dis- 
mussed as not feasible, I believe it should be approached by a 
body of disinterested and competent economusts and other 
qualified men who would explore it from a nonpartisan posi- 
tion, If the TVA and the private utilities cannot get together, 
the public should know from such disinterested sources the 
exact reasons for failure to reach agreement, 


A Furure Baszp on Experience 


It is my opinion that America has not yet developed methods 
and policies which would justify settling permanently upon a 
policy with reference to ownership and operation of electric 
power facilities. The issue is not only one of good intent but 
also one of solving technical, administrative and legislative 
problems. At the moment the problem may seem to be one 
of removing inequalities of opportunity, but the no less im- 
portant issue remains of so developing the industry as to result 
in a very great total increase of opportunity to use electric 
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power, That result will be furthered best by cooperation 
rather than conflict, 

Private ownership has had grave faults, but effective public 
ownership methods on a large scale have yet to be well de- 
veloped in our country. Suddenly to add a vast business to our 
national government, which might be the unexpected outcome - 
of war to the death on certain large utility systems, might dis- 
credit public ownership and set it back for a generation, of it 
might create another government bureaucracy without ade- 
quate controls, There are great governmental bureaucracies 
which, like some utility organizations, are considerably re- 
moved from direct responsiveness to the public will. 

Democracy is general participation of the people in govern- 
ment and sensitiveness of government to the needs of the 
people, It may be possible to devise forms of control and 
administration which will have more of the real character of 
democracy than would a great government bureaucracy, and 
without destroying the efficiency of well-integrated power 
systems, America has not been very creative in developing 
effective forms of democracy, When the power issuc is finally 
worked out, I believe ils organization may have some of the 
characteristics of private business and some of public business. 
That is the tendency in democratic Switzerland and in certain 
other progressive countrics, In public ownership there may be 
combinations of local autonomy in distribution, with central- 
ized supervision and control, and with much larger organiza- 
tions for transmission and perhaps for generation of power, 
One reason for not rushing headlong into extensive public 
ownership is that we need time to work out effcctive methods. 
The TVA is excellently situated to make such a contribution. 

The power issue is not primarily a question of liberalism or 
conservatism, but of discovering how to do the job best. Com- 
pulsory cooperation of public and private power organizations 
may be the necessity which is the mother of invention, When 
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the mature result is achieved it may be neither private power 
as we know it, nor public power as we know it now, but some- 
thing new in government, That achievement will not come 
best in an atmosphere of warfare and of arbitrary coercion, 
but in an atmosphere of cooperative inquiry for the best 
solution. \ 

I repeat, we should do well to reserve some of our energies 
from fighting over the power issue, and use them in trying to 
solve it in such a way as also to make a contribution to good 
government, The art of planting the seeds of mutual confi- 
dence, and of giving the young plants a chance to grow, is a 
great art. Most of Europe has not Jearned it. Let us hope that 
we in America may do so, The manner in which we achieve 
our ends may have a more enduring influence on the country 
than the ends we may achieve, 


Cuarren X 
“INDUSTRIAL ASPECTS 


Rudolf K, Michels 


‘Economic planning has been well defined as “a limiting 
or shaping of individual and corporate economic activity 
into group-defined spheres of action which are rationally” 
mapped out and fued, as parts of a mosaic, into a codrdi- 
nated whole, for the purpose of achieving certain rationally 
conceived and socially comprehensive goals.”* This defini- 
tion is at once precise and comprehensive.) 

Coneretely, some of the outstanding goals, according to 
this authority, are concerned with offsetting the wastes of 
competition, with codidinating and balancing production 
with consumption, Planning regards the use of natural’ 
resources as a public trusts it demands technical adjustment 
in industrial processes; it proposes to modify, if not elimi- 
nate, the insecurity chat threatens both owner's and worker's 
incomes. 

“A preliminary solution of such problems must face the 
need of harmonizing the conflict between the forces operat- 
ing for individual gain and those tending toward general 
welfare.) More detailed analysis of these problems may ~ 
reveal possible types of control and planning within the 
capitalistic system that would modify existing techniques 
so that they would operate in the interests of the com- 
munity, Of the readily available instrumentalities in this 
country, the trace association is one of the most logical, 

At is obvious that the crux of the problem of industrial 
planning lies in the extent to which some central authority 
as the guiding agency in any scheme of national planning 
must supersede all other authorities. But this is not all. 


1 William N, Loucks, “Public Works Planning and Economic Control: Federal, 
State, and Municipal,” in Annals of the American Academy of Political and Social 
Science, Vol. 16a, Pe Ode 
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Industrial planning is also faced with the necessity of 
analyzing the modificauions that must be made in our 
mores if the cultute patterns of American life are to fune- 
tion in the interests of the common good?—I, M. 


I 


T THE present stage of our capitalistic development, the 
A need for economic control and industrial planning is 
rapidly becoming more evident. No longer can automatic 
forces be relied upon to keep the volume of production and 
employment tolerably stable and (o assure complete utilization 
of our resources and productive facilities. However, these aims 
must be realized if the highest material welfare is to be 
achieved, Advocates of'a Jaissez-farre policy claim that auto- 
matic readjustments of all economic dislocations would result 
from the price mechanism. To achieve these results it would 
be necessary to have the piofit motive operate in a society 
where free competition, high mobility of the various factors of 
production, flexible prices and static conditions predominate. 
In reality, dynamic conditions prevail in our modern society, 
and they are chiefly responsible for fluctuations in production 
and employment. furthermore, the organization of our eco- 
nomic life is characterized by monopolistic competition and 
relatively inflexible prices; during periods of economic in- 
stability, consumer demand proves to be highly inelastic; 
meantime an uneven puichase of durable consumers’ goods 
accentuates the irregular spread of consumers’ purchases over 
a given period of time. 

The fact that mechanical progress and inventions may well 
unsettle an economic society is demonstrated in other chapters 
of this symposium. Although it is unnecessary to enter into a 
detailed analysis of this problem, it is relevant to state that 





2 See George B. Galloway, cdnor, Indusnial Planning Under Codes (Uarper & 
Brothers, New York, 1935) for an analysis ot this subject as it was affected by the 
NRA. 
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inventions may be divided into labor-saving and labor-creating 
varieties.’ Thus, by displacing laborers through machines with- 
out assurance of reémployment elsewhere cither immediately 
or later, the first type of mechanical inventions undermines the 
purchasing power of consumers, which in turn disturbs the 
outlook for profit in industry and leads to further labor dis- 
charges. On the other hand, some inventions create a demand 
for new kinds of goods or substantially increase the effective 
demand for well-established goods; such improvements involve 
the hiring of many additional laborers, increase purchasing 
power of consumers and therefore stimulate active production 
and employment, The rate at which inventions of either type 
are made is highly irregular, and a state of affairs in which 
the labor displaced by the one type of invention would be just 
the quantity needed for the utilization of inventions of the 
other type, would be merely accidental. 

In the past, the disturbing effects of an irregular rate of 
progress were quickly offset by such factors as the further 
westward expansion, the possibility of an increase in foreign 
trade, and a rapid growth in population. These compensating 
factors, however, arc no longer operative to the same extent, , 
and accordingly, fluctuations in production and employment , 
have become more violent and pralonged, : 

In so far as rapid reacdjustments may no longer be expected 
to be automatic, society must make a serious attempt to locate 
the causes of the disturbance and to climinate or offset them. 
Should such efforts be confined to an adjustment of dislocations 
and the restoration or maintenance of order in our economic 
life, they could scarcely suffice to prevent the repetition of 
serious depressions, Short-time adjystiments may aim at a 
stabilization of business, the reduction ,of unemployment, the, 
promotion of economic sccurity, and the assurance of fair busi- 
ness practices. In the long run, however, all these ends, which 
contribute to the highest possible material and spiritual stand. 
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ard of living, may be realized only asa result of long-time plans 
and policies which will effect a change in our economic system. 
Hence, instead of relying upon automatic readjustments that 
seem no longer possible, it is necessary to introduce a system 
in which the economic policy is carried out in the interests of 
the general social welfare rather than for private gain. In all 
probability such an attempt will involve more deliberate eco- 
nomic control and planning. 


u 


One can scarcely regard industrial planning as purely an 
institution of the last decade. In a certain sense it might be 
considered to have existed ever since business enterprise came 
into being. At all times, the successful conduct of business has 
been dependent upon a certain amount of judgment, foresight 
and planning. In the field of modern industry, the principles 
of planning and control first arose within individual enter. 
prises, and there attained a remarkably high development 
within the last one or two generations, The term “scientific 
management” includes a variety of carefully evolved methods 
for the most effective utilization of special talents and aptitudes, 
the selection of workers for different tasks, their guidance and 
supervision, the selection of the best tools for the task at hand, 
the proper routing and scheduling of production in industrial 
plants, as well as other regulations and rules that aim at maxi- 
mum efficiency for the individual enterprise. Accordingly, 
improved quality without increase in cost, or a reduction of 
cost without a decline in quality, are frequently achieved by 
careful scientific planning and through control of the produc 
tion process. The innovations advocated by F. W. Taylor ® are 
examples of this type of control, successfully introduced by him 





8R, W Taylor, “Shop Management,” in Transactions of American Society of 
Mechanical Engtneets, Vol. 24, 1903; and Taylor, F. W,, Principles of Scientific 
Management, Harper & Brothers, New York, rorr, 
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in the works of the Bethlchem Steel Company. Budgetary 
control of a business enterprise is a related form of planning 
for the individual firm, involving estimates of future expendi- 
tures and allocation of funds for the most remunerative and 
promising purposes, 

However, none of the foregoing activities may be regarded 
as impoxtant factors in the stabilization of production and em- 
ployment. Asa matter of fact, the private business enterprise 
will, in the pursuit of profit, frequently endanger not only the 
stability of competitors, but also that of the entire industry and 
of the business community. Indeed, expansion of productive 
facilities by a successful enterprise at the very time when a 
single line of business or business in general is shrinking may 
be wise procedure from the point of view of private profit, even 
though this leads to a socially undesirable duplication of pro- 
ductive facilities, Such private action, therefore, cannot be 
regarded as economic planning and control of industry. More- 
over, instances may be shown in which planning by an indi- 
vidual firm by itself and for itself contributes materially to a 
reduction of business fluctuations in its own field. For instance, 
an estimate of future demand for a year in advance and an even 
spreading of production over the entire period reduces scasonal 
fluctuations of production and employment, although it hardly 
contributes to the solution of the question of cyclical variations, 
which are one of the main problems to be met in the attempt 
at cconomic planning, 

Where an entire industry is willing to do its planning col- 
lectively, more satisfactory results are possible. It is noteworthy 
that monopolies in restraint of interstate trade are made unlaw- 
ful in the United States because of the danger of abuse of 
economic power, The Sherman Anti-Trust Act and later 
legislation, notably the Federal Trade Commission Act and the 
Clayton Act, actually outlawed or discouraged many types of 
industrial codperation. Nevertheless, the trend toward under- 
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standings and agreements in individual industries is so strong 
that new methods of planning for an entire industry will con- 
tintle to be invented. These new systems will be passed upon 
by the courts or subjected to new legislation. Onc example of 
experimentation in this field was the National Industrial Re- 
éovery Act, whereby agreements that influenced volume 
of production and price were legalized in spite of the danger 
that such agreements might be at the expense of the general 

ut public. “However, they were legalized only when the consent 

+, of a supervisory public agency, the National Recovery Admin- 

sistration, had been obtained. Although this attempt was ruled 
unconstitutional by the Supreme Court of the United States, 
the court’s decision is not the final answer to the problem of 
industrial codperation’ and planning for individual lines of 
business, Trade associations will continue their quest for in- 
dustrial control, Nevertheless it seems reasonable ta assume 
that, in any attempt at industrial planning on a national scale, 
the first step should invélve the extension of those principles of 
planning and control that have been developed within indi- 
vidual enterprises to wljole industries, 

In the United States actual accomplishments in the field of 
planning for a single industry are connccted chiefly with trade 
association activities and trade practice conferences, Among 
their achievements may be listed the introduction of simplified 
practices, industrial standardization, research and the collection 
and dissemination of information and statistical data, Curtail- 
ment of production by agreement, even when it results in the 
reduction of violent fluctuations of production and employ- 7 
ment and thus promotes the general welfare, is outlawed by 
the Sherman Anti-Trust Act, Business men realize that to 
produce in ignorance of factors influencing the present demand 
and supply schedule, as well as those of the predictable Euture, 
is extremely risky and wasteful, and consequently they are 
Anxious to base their decisions on an analysis of the present 
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market trends. To draw conclusions for them, after due col- 
lection of the necessary statistical data, would lead trade asso- 
ciations into conflict with the anti-trust laws. Therefore, the 
practice largely prevailing today is a division of tasks between 
the trade association and its members. The collection and 
distribution of facts is handled by the central organization; the 
drawing of definite conclusions from these facts and the shap; 
ing of production and price policies is Ieft to the individual 
members of the trade association. The result in many instances 
is the adoption of relatively uniform policies, largely conducive 
lo increased or maintaincd profits for the entire industry. Fre- 
quently, however, gencral social welfare is not promoted by 
such a practice, As a matter of fact, many policies of trade 
associations could be presented that would seriously disturl 
other businesses and adverscly affect business stability. . This 
group of activities would include attempts to preserve inefhi- 
cient members of the industry (a practice frequently found in 
German caitels), and attempts at price maintenance when such 
a policy eliminates all possibilities of profit for the buyers of 
the products involved, for manufacturing purposes. It scems 
doubtful whether trade association activities, if not codrdinated 
among the various industries, can diminish the wide fluctua. 
tions in employment and production, a task which is one of 
the most important aims of industrial planning. Lfforts aimed 
primarily at obtaining benefits for one industry cannot be cx- 
pected at the same time to achieve the greatest common good, 
The general welfare must be the one basic aim of any scheme 
of planning, and it appears that nothing short of a project on a 
national scale can attain that end. ; ' 


Ik 


'The scope of successful planning must always coincide with 
the scope of guidance and management. Where no guidance 
or management coming from outside an individual business 
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enterprise is recognized, nothing beyond individual planning 
is feasible, Similarly, where national planning for the com- 
mon good is involved, a substantial degree of central guidance 
and management is required, Theoretically it is possible that 
industry itself would provide this central agency. However, in 
instances where private gain and general welfare are antago- 
nistic, a successful system of planning must be able to make the 
common good prevail. Jt seems unlikely that industry under 
the present stage of capitalism could exert such authority over 
recalcitrant members, Accordingly, any system truly deserv- 
ing of the name “national planning” must involve some other 
central authority. Its power may be derived in two different 
ways: first, by political constitution and law, power may be 
conferred upon a planning agency which can rely on the 

authority of the state for the enforcement of its decisions. A 
second arrangement, deviating even mote widely from our 
present political and economic institutions, would be public 

ownership of all industries to be included under the national 

plan, the planning agency then functioning as owner,? Should 
these two alternatives prove unattractive to the present owners 

of industry, they have it in their power to diminish somewhat 
the degree of government activity necessary for successful 

national planning. The high business ability of many of the 
present owners of industry could voluntarily be turned to in- 

dustrial planning for the general welfare. Fluctuations in 

employment and production should be reduced by industry 

itself. A reasonable amount of economic security should be 

guaranteed without drastic governmental action. Should the 

present owners of industry achieve these aims, the more radical « 
steps of vesting planning power in a political body or of secur- 

ing control over industry by public ownership need not be 

taken. 

‘The objectives and scope of planning are directly related to 
the agencies and methods that must be employed,’ When the 
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range of planning extends no further than to attempts to sup- 
plement the price niechanism in the restoration of a satisfactory 
volume of production and employment, there is no need to 
create any major agencies, If planning is restricted to support 
of consumer demand by unemployment benefits or public 
works, our planless economy of today may be basically re- 
tained, The critical issue is whether we are willing to climi- 
nate the price mechanism as our chief reliance for economic 
readjustments and to replace it by a central authority created 
especially for this purpose. In view of the trend of public 
opinion in America, the Constitution and its interpretation by 
the Supreme Court, and our present limited knowledge in the 
ficld of national industrial planning, it scems likely that noth- 
ing but a research and advisory agency could and should now 
be created in the United States, The function of such a Na- 
tional Planning Board would be to collect in our important 
key industries detailed information about production, employ- 
ment, orders on hand, mechanical changes contemplated, and 
investments in productive facilities. Only those important key 
industries which lend themselves to planning should be selected 
for this purpose by the Board. If these industries are stabilized 
through supervision and control, they will give reasonable sta- 
bility to our economic life, Provided that industry will direct 
its own policy on the basis of these factual compilations in such 
a way as to promote stability and the general welfare, no con- 
trolling powers need be conferred upon the Planning Board. 
However, if in an effort to attain private gain business owners 
think only of themselves and adopt policies contrary to the 
common interest, control of industry must be enforced in order 
that we may attain economic security and eliminate the increas 
ingly wide and prolonged fluctuations of production and em- 
ployment. As Professor Heimann has pointed out,'fcontrol | 





4duard Uelmann, “Planning and the Market System," Chapter XXI of this 
anthology. 
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over investments in productive facilities is not too difficult to 
, achieve technically. Permission for installation of labor-saving 
machinery may be withheld until Jabor-creating inventions 
have been made and also supplied with the necessary capital 
funds’ However, recent decisions of the United States Su- 
preme Court seem to indicate that a National Planning Board 
with power over investments would iun a great risk of being 
declared unconstitutional. 
National planning by a central authority may be of two 
separate types or a combination of both. The first type is of 
a militant and aggressive character, and its main objective is 
the tackling of new tasks in an extension of economic activity 
into neglected fields or in the subjugation of virgin territory, 
New irrigation projects on a large scale, the harnessing of 
mighty rivers for hydroelectric purposes, the draining of an 
inland sea (the reclamation of the Zuider Zee in the Nether- 
lands, for example), the rapid introduction of modern large- 
scale industry in an agricultural country (as in Russia), and 
conceivably the rapid rearmament of a nation with the intro- 
duction of modern elaborate military, naval and aviation cquip- 
ment (Germany), belong to this first group, Although other 
examples may be given, they all possess the common trait that 
with sufficient central authority and sufficient funds, the execu- 
tion of such a plan of new undertakings on a large scale is 
economically fairly simple. Such projects will give cmploy- 
ment to large groups of laborers who otherwise might be 
Aeémployed in industry only with great difficulty, Problems 
involving the proper codrdination of Jabor-saving and labor. 
éreating mechanical inventions, and the maintenance of eco- 
nomic equilibrium in a modern industrial society do not yet 
arise. Where this type of planning involves primarily a pro- 
cess of equalling the industrial, hydtaelectric or military devel. 
opment of other nations of today, serious mistakes in planning 
may easily be avoided and planning will appear highly success. 
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Cul, provided tasks of this type can be continuously supplied in 
sufficient volume, 

‘The second type of planning aims primarily at adjusting a 
fully developed economic system to more or less accidental 
disturbances and at keeping it adequately adjusted against all 
contingencies; it is really the ultimate and by far the more 
difficult task of all planning National economics which are 
highly successful under the first type of planning hasten the 
arrival of the time when they will have to face the second prab- 
lem, and their earlier success has no bearing on the final out- 
come, By then the older industrial nations may have succeeded 
to a certain extent in solving for them the question as to how 
to maintain a fully developed industrial system on a fairly even 
level of production and employment. 

YThe introduction of any type of national planning under a 
central authority must of necessity upset the political and social 
status quo. Accordingly, the question of how planning can 
be made to succeed is frequently crowded into the background 
by the more personal and political question as to who shall 
decide and formulate the policies of the central planning au- 
thority, and whose influence in the socio-political field shall 
be increased and whose diminished. It is to be hoped that in 
the political maneuvering for the strategic position of control 
of the development of future planning, neither the success of 
planning will be endangered nor its introduction so long post- 
poned that irreparable damage will have been wrought by 
another business depression.) 


y 


wv 


Unfortunately, the terms economic planning and industrial 
control are currently used to describe a scale rather than a 
definite point on that scale, The elimination of unfair methods 
of competition by agreement or by law, and the enforcement 
of competition by anti-trust legislation are the most modest 
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beginnings of national planning, if they are such at all. These 
measures aim at freeing the price mechanism, which under a 
laissez-faire system is claimed to readjust automatically all dis- 
locations, from unfair or monopolistic interferences. Reliance 
is still placed on automatic readjustments through the price 
mechanism; yet, today automatic readjustments work cither 
too slowly or not at all, An efficient substitute is needed and 
economic planning seems, theoretically, to be able to serve that 
particular purpose, 

Coéperation within an industry, with or without govern- 
ment approval or supervision, approaches true planning as a 
substitute for otherwise wasteful and slow readjustments under 
a laissez-faire policy, Standardization, simplified practices, in- 
dustrial research and similar forms of codperation, which in 
the United States are frequently carricd on in the form of trade 
associations, have only a slight bearing on industrial stability. 
Market research and the thorough collection and swift distri- 
bution of statistical data affecting the industry may well prevent 
extreme fluctuations of production and employment. When 
unrestricted by law, corresponding industrial organizations, 
(e.g., German cartels) through production quota and sales 
quota arrangements, have frequently been much more success. 
ful in keeping their respective industrics on an even keel. 
Nevertheless, unless supported by governmental authority, they 
have failed to prevent investment in excessive productive facili- 
ties involving unnecessary and wasteful duplication, Jn our 
capitalistic society, dominated by the profit motive, there has 
always been a tendency on the part of cartels to consider pri- 
marily their own interest and not the general welfare, Self 
preservation at the expense of others, of course, is not national 
economic planning. Theoretically, this drawback may be over: 
come by introducing government supervision into the field of 
industrial coéperation and planning. At best, however, even 
this arrangement can operate only in a negative way. When 
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the government merely forbids or vetoes decisions or plans 
that are inimical to the general welfare, constructive planning 
for the common good is not yet provided for and is unlikely 
to materialize if initiative and decision are left to an industry 
that ust be operated by its managers for the greatest possible 
profil of its various groups of stockholders, It is worthy of 
comment that codes under the NRA suffered from this par- 
ticular defect. While they did eliminate certain destructive 
types of competition within individual industries, the general 
welfare was inadequately represented and considered. It is 
necessary to experiment further with schemes of industrial self- 
government and planning, However, unless national economic 
considerations are given primary influence on the decisions to 
be reached, efficient planning will not be really achieved, 
‘Without economic planning, we are apt to experience longer, 
more severe and more destructive business depressions, and in 
the event that industry is unable to control them, some form 
of central authority must be established as an agency of cco- 
nomic control. 

Such an institution may possess various degrecs of power. 
liven the establishment of a mere research agency and informa- 
tion bureau may result in material progress toward economic 
stability. When current knowledge and experience along the 
lines of national industrial planning are considered, it becomes 
apparent that, at least for the present, a central agency should 
confine its activities to the sphere of persuasion and advice. 
Independent offices of a semi-judicial nature, like the Interstate 
Commerce Commission and the Federal Trade Commission, 
have not been very successful. Thus, while the sorry plight of 
the railroads cannot be placed at the door of the Interstate 
Commerce Commission, the commission certainly failed to 
forestall it. Jt has been slow in forming consolidation plans, 
and these may yet be far from the wisest solution. Errors of 
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judgment are likely to occur wherever human minds attempt 
to shape the future. 

Other references to the Board of Governors of the Federal 
Reserve System (formerly Federal Reserve Board) will be 
found elsewhere in this volume.’ However, it may be briefly 
stated here that the Federal Reserve Board until 1933 possessed 
little real power, and its influence was largely passive and nega- 
tive. The increase in its powers, chiefly by the Banking Act 
of 1935, widened the field within which the board may act on 
its own initiative and where it is possible to exert a powerful 
influence on the twelve Federal Reserve Banks, the member 
banks and the general credit structure, Many provisions of 
the Banking Act of 1935 are highly experimental in nature, 
and it remains to be seen whether the governors will prove 
themselves sufficiently wise and strong to take necessary drastic 
action even when such a step is unpopular and contrary to the 
desires of pressure groups of the business and political world. 

The board’s decisions in 1936 and 193%, first raising by fifty 
per cent and then to the legal maximum, the reserve require. 
ments of member banks for the purpose of preventing a vast 
inflation of credit, are not yet conclusive proof of the wisdom 
and strength of character of the governors, 

During periods of decline or depression more or less tempo- 
tary government arrangements in support of consumers’ mar- 
kets may be taken. Public works and unemployment benefits 
may be mentioned in this connection, although they are far 
from ideal solutions. A compulsory and nation-wide system 
of unemployment insurance would be another stabilizing fac. 
tor which only a central government could introduce, 

‘Beyond the scope of national planning thus far attempted in 
the United States are found schemes which involve the con- 
ferring of more power upon a central government agency than 





® Chapter XI, p. 456 e¢ seq, 
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the Constitution without an amendment would legalize. The 
most promising method appears to be a control of all larger 
investments in productive facilities, new or modernized, in the 
important industries, While it is not feasible to keep a close 
check on the monetary side of investments, newly acquited 
productive facilities are large, visible items that cannot be suc- 
cessfully concealed. If the established central agency would 
approve of only such combinations of investments in labor. 
saving and labor-creating deviccs as would maintain the em- 
ployment of labor in the predictable future at reasonably stable 
levels, a very great step forward toward a planned economy 
would have been taken. However, it must be remembered 
that production and consumption can be kept perfectly syn- 
chronized only ina system that eliminates all consumers’ choice, 
and thus imposes a high degree of regimentation. Such an 
economic system, planned in all details, seems neither prac- 
ticable nor desirable, 


Vv 


How do actual achievements in planning compare with the 
possibilities just discussed? Present achievements in the field 
of industrial planning have previously been referred to in this 
chapter, ‘Planning for the individual enterprise has largely 
taken the form of scientific management, budgetary control * 
and private research.) Individual industries have achieved their 
best results in planning and control through the codperative 
collection and exchange of information. Simplification and 
standardization have also been promoted; great credit is due 
in this connection also to the Federal Burcau of Standards. 
So far, single industries have made hardly any progress toward 
the prevention of duplication of productive facilities and the 
avoidance of excess capacity, This showing is partly due to 
the Sherman Anti-Trust Act which outlaws agreements in 
restraint of production for interstate trade, Governmental or 
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central agencies have controlled economic life in many dil 
ferent ways. The work of the Bureau of Standards has bee! 
mentioned. Local real estate zoning, the planning of regiona 
and national railroad consolidations, production contro! il 
agriculture, the collection, statistical analysis and distributio: 
of economic data, the work of agencies like the Interstate Com 
merce Commission; the Federal Trade Commission, the Boar 
of Governors of the Federal Reserve System, all represent type 
of central economic planning or control within our presen 
capitalist structure. A properly timed and financed publi 
works program is a recognized feature of modern planning. 
Although the institution of public works during recent year 
has not quite achieved its purpose, at least an attempt and som» 
progress have been made toward economic control. 

An outstanding example of planning, not along the lines o 
stabilizing business, but to open vast economic possibilities, i 
represented by the Tennessee Valley Authority, The act creat 
ing this agency aimed at the consistent and systematic develop 
ment of the agricultural and industrial possibilities of the entire 
Tennessee Valley, a region covering all or part of seven states. 
The construction df several dams, flood and navigation control, 
electric power and fertilizer production, the selling of clectric 
appliances at low cost, housing projects, the formation of codp- 
eratives, and vocational guidance are all past of this ambitions 
scheme of planning on a broad regional basis. 


VI 


An enumeration of the (difficulties in the way of economic 
planning?and control may appropriately conclude this chapter. 
The need of planning, scope, methods, and past achievements 
have so far been reviewed. There are four groups of difficulties 
making the outlook for economic control and planning none 





®T M Clark, Economies of Planning Pabhe Works. U.S. Government Pyintin, 
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too promising, Perhaps the most formidable of these obstacles 
is the unpredictability of the flow of events. Inventions and 
discoveries are made somewhat spasmoadically. So far, it has 
not been possible to foretell cither the time of their occurrence 
or their effects on economic life, In our attempts at maintain- 
ing a stable economic life, the alternations of good and bad 
crops and their peculiar sequences are cqually disturbing. 
Furthermore, the consumer himself has the power to change 
his preferences suddenly and drastically, thereby severely affect- 
ing both the volume and direction of his demand, and these 
gyrations represent another unsettling factor. Abrupt changes 
in domestic and foreign politics, and even their possibility while 
not actually occurring, make rigid planning for the future im- 
possible, However, rigidity would be an obstacle to progress, 
since it would retard the rapid accumulation of capital under 
the present system and seriously reduce economic experimen- 
tation.” Any central agency created for the control of our 
industrial life would find the unpredictable changes and con- 
tingencies just cescribed a challenge to its ability to make rapid 
decisions and adjustments. Such a central board, however, 
would be deliberate and slow in making its decisions because 
of the need for reaching an agreement before instituting 
changes, and thus would appear conservative. The accidental 
changes would continue to occur and, at least for a certain 
length of time, would be an unsettling influence. 

In the presentation of possible ways of avoiding extreme 
fluctuations of production and employment by economic con- 
trol, we should not lose sight of the Constitution and its inter- 
pretation by the Supreme Court, Under the present structure 
of the Constitution, relatively little real planning seems pos- 
sible, Ratification of an amendment to facilitate central cco- 
nomic control would be difficult; to arouse sufficient public 
feeling for such an amendment, an even more severe business 
depression than that of the 1930's might be necessary. During 
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periods of prosperity, it will be difficult indeed to convince the 
electorate that a change should be made in our constitution in 
order to,avoid the next severe business depression, It might 
be a little easier to change 2 Federal law were it not for the 
fact that in the case of our anti-trust laws, public opinion has 
been so definitely crystallized that it is unwise to rely, in present 
plans for economic control, on a speedy replacement of these 
laws. 

‘The need for some form of planning is keenly felt by stu- 
dents of our social order. Although our present status of 
knowledge and experience relative to planning is so inadequate 
that we should not risk the immediate introduction of a power- 
ful central board, this state of affairs in no way constitutes an 
argument against any and all types of planning, On the con- 
trary, an initial procedure based on moderation is suggested; 
one that will function through a board relying on persuasion 
and advice, until we have learned to foresee somewhat less 
imperfectly the consequences of economic acts.) 

“Any board, however constituted, will be subject to many 
political considerations and influences which discourage busi- 
ness enterprise. Furthermore, since the board's experience in 
this new field will be necessarily limited, it is quite likely to 
be dominated by pressure groups. Although theoretically it 
is alleged to be working for the common good, unless the 
present domination of our government by organized minori- 
ties and pressure groups is eliminated, the planning board will 
in all probability become the prey of the most vociferous and 
the most powerful of these pressure groups, Unless there is 
some guaranty that a central agency would be motivated and 
influenced only by an interest in the general welfare, one feels 
reluctant to entrust such an organization with sweeping eco- 
nomic power. If our social order is to operate effectively in 
the interest of the community, political reforms must not lag 
behind economic reforms? 
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Cuaprter XI 


GOVERNMENT CONTROL 
OF PRICES 


Jules Backman 


Effective industrial planning is dependent upon the exist- 
ence of some centralized agency functioning as a recognized 
authority, This agency must necessarily have power to in- 
fluence either the scale of production, or prices, in all proba- 
bility both. Prices are the heat of an economic system, 
and hence any interference with an economic system will 
inevitably cause repercussions in prices. Conversely, any 
auempts to control particular prices will be reflected in 
other parts of an economic system, When programs of 
contol of economic activity are formulated by govern- 
ments, prices must necessarily come under the scrutiny of 
plinners. Nor is this a novel thing; throughout history, 
whenever economic conditions have become unfavorable, 
fixation of prices as a means for curing economic ills has 
heen advacaed, In the period after the World War, when 
the world was beset with many new and baffling economic 
problems, price fixing, direct and indirect, played perhaps 
a more important role than at any other time in history. 
Actually modern price fixing has been undertaken by such 
diverse and such devious methods that the full importance 
of this type of interference is not generally realized, Teven 
a casual survey will indicate that almost every government 
in the world today is engaging in some form of price fixing. 
What does such faith indicate? Docs it connote despair or 
hope? What genuine planning does price fixing repre- 
sent? This chapter gives at least a partial answer—F, M. 


47-N OVERNMENT price fixing has been resorted to for many ; 

Clana but it has been especially prominent since the 

advent of the Great Depression.’ Price fixing tends to have a 

direct effect on more persons than any other type of government 
405 
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interference with the economic mechanism, because everybody 
is interested in the level of prices and is directly affected by it 

To most people, government price fixing brings to mind 
only a few well-known experiments such as the Stevenson 
Rubber Plan, the Coffee Valorizations by Beazil, the Federal 
Farm Board in the United States, and a few other similar cases. 
The lesser-known experiments such as the Paterson butter 
experiment in Australia, the recent attempt in France to fix 
wheat prices, The Netherland’s control over hogs and butter, 
Grecce’s experiment with currants, England’s control of bacon, 
and dozens of others are usually overlooked. A careful an- 
alysis of this subject, however, reveals that government price 
fixing has been undertaken by all of the leading countries of 
the world, at one time or another, and that it has been tried 
for a great variety of products, The countries included range 
from the United States to Latvia; from Australia to Great Brit 
ain; from Denmark to Argentinas from The Netherlands to 
the Union of South Africa; from Japan to France. The prod- 
ucts for which prices have been fixed by these countries include: 
wine, grapes, wheat, cotton, nitrates, sisal, camphor, corn, hogs, 
butter, meat, sugar, coffee, tin, rubber, tea, flax, and many 
others, It will be noted that most of these commodities include 
the world’s leading agricultural products, and the statement is 
probably true that the price of practically every agricultural 
product has been fixed by some government, at one time or 
another. 

The scope of these controls has varied from those by one 
country which is the major source of supply of a commodity 
(sisal by Yucatan and camphor by Japan) to thosd of a country 
producing an unimportant part of the world supply of a com- 
modity (sugar in Brazil) to international agreements covering 
practically all of the world’s supply of a product (international 
tin agreement jp,z93r),, Variation and individuality have been 
the outstanding features, of these experiments, “ No two have 
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been alike in details as to methods of fixing prices, methods of 
enforcement, and problems to be solved. 


Esrory or Prick Frxine 


History has recorded many price-fixing experiments. Prob- 
ably one of the most outstanding experiments was that of the 
Emperor Diocletian in 301 A.D. As the following quotation 
indicates, however, this experiment in maximum price fixing 
resulted in disaster: 

The results of this edict according to the historian Lactan- 
tius showed the Emperor that no human will could prevail 
in matters like these against the force of circumstances, 
The dealers, required to sell at a lower price than they had 
paid, concealed their commodities; scarcity increased, street 
brawls followed in which blood was shed and it became 
necessary to let the law diop into disuse? 


About sixty years later, the Emperor Julian also attempted 
to fix maximum prices, with similar results, Cunningham 
refers to maximum price fixing for corn in Frankfort about 
904 A.D. Similar attempts were made in England by the 
guilds and the government, according to Ashley. In his dis- 
cussion of the guilds, he points out that: 


‘Lhe rolls contain numerous records of fines... , for sell- 
+ dng at more than the assize or fixed price.’ 


The same authority reports that maximum prices were fixed 
for many commoditics in England during the xath and 13th 
centuries, He cites the maximum price fixed on imported 
French wines in the 13th century as one illustration and gives 
the following description of the situation: 


1 Preface ta a reprine of the Diocletian Edict, Union ‘Liust Co. Providence, R, 1, 
19TD, Pe 3 

«William Cunningham, Growth of English Industry and Commerce (sth ed., Vol. 
1, ps 567). ‘I'he University Press, Cambridge, rgzo. 

OW, J. Ashley, de lat oduction to English Economie History and Theary (oth edy 
p. 75), Longmans, Green & Company, London, 1913. 
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If taverners demanded more than the fixed maximum, the 
mayor or bailiff was to cause their shop doors to be shut and 
prevent their cariying on trade until they gained the per- 
mission of the king. 


However, 


.. in 1330, Parliament complained that the increasingly 
large number of tayerners in the realm sold unwholesome 


wine, and also charged unduly high prices." 


The experience during the French Revolution in the 1790's 
when an extensive system of maximum price fixing was inaug- 
urated, only to fail miserably, is another outstanding case of 
this type of control, In this country, Massachusetts in 1797 
fixed the prices of both commodities and labor. It was so 
difficult to enforce this statute, however, that it was repealed 
during the same year. 

Probably the greatest modern experiment in price fixing was 
that undertaken during the World War in the United States 
and in other leading countries of the world. In the United 
States maximum prices or margins were fixed for practically 
all commodities. The two exceptions to this statement were 
wheat and hogs, for which minimum prices were fixed, An- 
other outstanding experimént was that recently undertaken by 
the New Deal administration through the NRA and the 
AAA. Whereas the World War experiment was concerned 
primarily with maximum prices, under the NRA, mainly 
minimum prices were fixed, This latter experiment was fea- 
tured by widespread evasion and had broken down even before 
the Supreme Court declared the National Industrial Recovery 
Act unconstitutional. 

To complete this bird's-eye view of the history of price fixing 
it is necessary to mention a large number of additional experi- 





4 Ibid, p. 191, 
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ments which have been tried since 1900. (Dates of experi- 
ment are indicated in the parentheses.) These include: 


Chadbourne Sugar Plan. 5... .. ...... (1930-1935) 
International Tin Pool . vee eee (193I- +), 
International Rubber Agreement soaee (1934~ +) 
Japan—Camphor oo... nl Sesto ee - (1903- 
Coffee—Trazil—rst valorization .. . «4+ (1906~-1918) 
and and 3rd valorization... . (1919-1924) 
qth valorization 6.0... . . (1924-1931) 
Cotton—Lgypt. we ek. (1951933) 
Nitrates—Chile . 20... vee vey eae (1Q19~1927) 
Stevenson Rubber Plan 2... we. eee (1922-1928) 
Silk—Japan we! 8 etd, one She (1929-1932) 
Sugar—Cuba . «4. (7926-1928) 
U.S, Farm Board—Wheat & Coton. (1929-1932) 
Paterson Butter Plan—Australia .. ..... (1926-1934) 
Butter & Hogs—Netherlands =... (1932 
RiceJapan so. Le eee ee ee (1Q2t- ) 
Wheat— Czechoslovakia Levees + (1932—1934) 
Wheat—France 20. cee, » . « (1929-1934) 


That the above fist is not complete will be indicated by the 
frequent references in this chapter to other experiments. 


Aoventrures 1N Price Fixinc * 
Lhe Egyptian cotton restriction 


King Cotton has been subject to fewer price-fixing schemes 
than has any other important agricultural commodity, The 
dearth of attempts at price fixing for cotton is in direct contrast 
to the numerous efforts that have been made throughout the 
history of the world to fix the price of wheat. At the present 
time practically every important country in the world is under- 





® Portions of the material in this section appeared in Commerce & Finance under 
the same title between February and June 1935, and are used with the generous 
permission of the publisher, For other “thumbnail” sketches of price-fixing experi 
ments sees Jules Backntan, Adventures in Price Fiving, Barrar & Rinehart (pamphlet 
series), New York, 1936. 
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taking a price-fixing scheme for wheal. Thete have been only 
three major attempts undertaken by governments to fix the 
price of cotton, one by the Egyptian government and two in 
the United States. The two United States experiments were 
the Federal Farm Board, 1929-32, and the AAA and Bank. 
head Bill, 1933-36. 

The Egyptian government has tried to influence the price of 
cotton on various occasions since about 915. The methods 
that have been used included the purchase of cotton in the 
open market by the government and production restriction. 
‘The latter aim was accomplished by means of a limitation of 
acreage and a control of planting, In the carly years of these 
experiments the major emphasis was placed on the purchase 
of surplus cotton by the government, although at no time, 
except during 1927-29, were purchases made in any important 
amounts. Production restriction programs supplemented the 
purchase of surplus stocks during this earlicr period, 

In order to enforce control of production, the government 
passed a seed-control law. Under this law, a control over the 
amount of seed that was available to the planters was provided. 
In order to enfotce the act, the following penalty was provided: 
“Any violation of the acreage restriction regulations is not only 
punishable by imprisonment and fine, but in addition the 
Minister of the Interior is authorized to destroy the excess 
growth of cotton.”" According to several authorities, the en- 
forcement of production control under the seed law was a 
“farce” and a “mockery.” 

Restriction of the acreage which could be devoted to the 
planting of cotton was another method used to limit the total 
supply in an effort to raise prices, In connection with the 
reductions in acreage, however, maladjustments were created 
in other commiodities, especially beans, The acreage that was 





8 “World Trade Barriers in Relation to American Agriculture." 731d Congress, 
1st session, Senate Document No, 90, 1933) P. 358, 
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taken out of cotton planting was used to plant other crops. 
The result was a sharp increase in the production of these other 
crops with the consequent pressure on prices. ‘This develop- 
ment furnishes an excellent illustration of a difficulty that may 
arise in every price-fixing scheme, ie., a disturbance of the rela- 
tionship between commodities. The economic system is so 
closely woven together that any action which is undertaken 
to artifically control one part of the system is reflected in a 
maladjustment in some other part of the national economy. 
This interrelation between prices is as delicate as the mecha- 
nism of a clock, and must be handled with as much care, 

An analysis by Great Brilain’s Department of Overseas Trade 
of the results of this control pointed out: 


‘Lhat these measures only exercised a temporary alleviation 
became evident on cach occasion in which recourse to inter 
vention was made, and no more instructive example need 
be taken than the intervention of 1929; for whereas on 
some former occasions improvement in the world markets, 
overestimation of the American crop, and comparatively 
important sales of goveinment stocks to Sovict Russia 
favored the Egyptian government, no such turn of fortune 
came lo the rescue in 1929, Whilst the Egyptian govern- 
ment was successful for a short time in raising prices, its 
measures which had the effect of averting the crisis for the 
moment, in no way overcame it. By checking the fall in 
price, it enabled the grower—so long as the Egyptian gov- 
exnment was a buyer—to sell his cotton at returns which 
were the envy of growers elsewhere, and the merchants to 
realize a profit for which he had never hoped—as soon as 
the government support was withdrawn prices declined 
swiftly.” 


The last mentioned difficulty is one that is likely to be present 
in all similar control schemes. If the government is willing 


TQrent Biitain, Department of Overseas Trade, Report on the Beonomic and 
Financial Situation of Egypt, p. 29, EH. M. Stationery Office, London, 193%. 
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to buy the commodity at a given price and that price is high 
enough (and it usually is) to ensure a profit to the producer, 
he will continue to maintain the volume of production of that 
commodity, At the same time there will be a tendency for 
the demand to decrease as a result of the relatively high price 
and a cautious attitude on the part of buyers. This attitude is 
developed as a result of the accumulating stocks which are 
held by the government, The consumer refrains from mak- 
ing more than absolutely necessary purchases in fear that he 
may have to suffer inventory losses if the scheme collapses, 
This fear thus tends to accentuate the maladjustment, and the 
supply that must be withheld from the market increases with 
the consequent strain on the finances of the contro] authority. 

Restrictions on production were lifted after the 1932 crop 
season and, as a result, production in 1933 reached an all-time 
peak, The abandonment of production restriction as a “cure. 
all” coincided with the adoption of this panacea by the United 
States, 

Although the Egyptian cotton experiment is frequently re- 
ferred to as an outstanding case of government price fixing, 
the evidence available in connection with this control indicates 
that the importance that has been attributed to it has been 
excessive. Looseness seems to have heen the keynote of the 
entire scheme, and there appears to have been practically no 
enforcement of those decrees that have been promulgated, As 
was suggested above, several authoritics believe that the ate 
tempts to enforce the programs were a “farce,” 

One interesting feature of this experiment has been the 
manner in which it has brought out the interrelationship exist- 
ing between the various crops in the country’s economy. The 
diversion of land to other uses fed to an increase in the supply 
of other products, such as beans. Since there was no corre. 
sponding increase in demand, the prices of these other com- 
modities tended to decline, Price fixing on the Nile has thus 
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met the same end that other price-fixing experiments have 
reached, namely, failure and abandonment, 


Corton under the Federal Farm Board 


The Federal Farm Board experiment between 1929 and 1932 
was an outstanding adventure in price fixing in the United 
States. An interesting sidelight on this experiment is the fact 
that it was put into eflect when Herbert Hoover was President. 
His acceptance of this measure was in sharp contrast to the 
vigorous fight which he led against the Stevenson Rubber Plan 
in 1945 and 1926. At that time he was one of the most promi- 
nent crilics of price fixing in this country. If he had continued 
his staunch opposition to this method of artificial control and 
had resolutely resisted the adoption of the Farm Board in 1929, 
in the opinion of many students of the subject, the farmer 
would be better off today than he is, and the necessity for the 
adoption of the AAA would have been obviated. 

The Federal Farm Board had the largest sum of money avail- 
able with which to control price that has ever been placed in 
the hands of a price-fixing authority. However, despite the 
$500,000,000 fund which was set up and which was used pri- 
marily to support wheat and cotton, the Board failed dismally 
in its attempt to stem the tide of declining prices. The price 
of spot cotton at New York declined steadily, with only minor 
exceptions, from nineteen cents in September, 1929, to approxi- 
mately five cents in June, 1932. 

The methods adopted by the Farm Board in its attempt to 
control the price of cotton included loans to qualified coépera- 
tives, so that crops could be marketed in an orderly manner, 
open-market purchases of cotton, and the withholding of sur- 
plus stocks from the market. 

Practically all of the surplus stocks were acquired directly 
from the codperatives. Although a number of people believe 
that the Farm Board supported cotton by making huge pur- 
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chases in the open market, it is a matter of record that of the 
total of approximately 3,500,000 bales which were held at the 
peak of the control, only 78,300 bales were acquired by means 
of purchases in the open market, 

The Farm Board fiasco was a notable case of an allempt to 
fix prices by making loans to producers (the loans to the codp- 
eratives were in turn passed on to the producers), The theory 
of this type of control is that’ loans will increase the holding . 
power of the farmer and enable him to withhold his surplus 
stocks from the market. Withholding these surplus stocks 
tends to reduce the amount of supply immediately available 
for sale and thus helps, in a negative way, to sustain price. 
After the period of demoralization in the market is passed, the 
farmer is supposed to be able to sell his product at a higher 
price than he would have received had he sold it during the 
earlier period, : 

There are several difficulties which arise in practice to prevent 
the successful working of this theory. A basic difficulty miti- 
gating against the success of this type of control is the tendency 
to fix the loan value of the commodity at a relatively high level. 
This was done in the Federal Farm Board cotton experiment, + 
In the Farm Board experiment, loans that were only slightly 
lower than the market value of the collateral were made to the 
codperatives, When the market price declined, pressure was . 
put upon the government to take over the cotton. This: the, 
Farm Board did, and as a result, the government was left 
“holding the bag.” : 

When the government takes over surplus stocks, the prob- 
lems’ of storage space and financing must be faced. Theée | 
charges make it necessary to sell the supplies at steadily higher 
prices if losses are to be avoided. In addition, it becomes diffie 
cult, if not impossible, to liquidate the surplus because of the 
complaints by the farmers that the government is competing 
with them. When the price is low or declining, these com- 
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plaints ate exceptionally vociferous, Even in a period of ad- 
vancing prices, however, a great deal of opposition will be 
forthcoming to the liquidation of the stocks, 

From time to time, the Farm Board attempted to maintain 
a minimum price by means of loans. However, there was no 
real attempt to enforce these prices, According to the third 
annual report of the Farm Board, the result of these operations 
was to make the decline in cotton prices relatively less severe 
than that which took place in security prices or in other com- 
modities. 
~ This artificial interference with the free movement of price 
and the consequent relatively less severe decline in price had 
cerlain effects which foredoomed the scheme to failure. In 
the first place, the original act provided for only vountary pro- 
duction restriction, There was no machinery set up to enforce 
this restriction. Since the farmer felt he would secure a rela- 
tively good price for cotton, because of the Farm Board’s opera- 
tions, he refused to reduce his acreage by any substantial 
amounts, The acreage planted for the crop year 1929 was 
42,450,000 acres as compared with 43,242,000 acres in the previ- 
ous year, and was ata level that had been excecded on only 
two other occasions—in 1925 and 1926. Although a slightly 
larger decline in acreage took place in 1931, a record high yield 
per acre resulted in a crop of more than 17,000,000 bales, a level 
of production which had been exceeded only once before—in 
1926, 

Thus the supply was not reduced but rather tended to be 
increased during this period, On the demand side, just the 
reverse tend occurred. ‘The demand for American cotton in 
the world markets decreased as compared with that for foreign 
growths, ‘This decrease can be definitely traced to the fact that 
the interference with the price of cotton in this country resulted 
in a level which was slightly higher than that which would 
have prevailed on the basis of supply and demand conditions, 
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The proportion of American cotton consumed in foreign coun- 
tries declined. from 45.2 per cent of the total consumption in 
1928-29 to 35,2 per cent in 1930-31, During this period the 
demand for foreign growths remained about unchanged, while 
that for American growths declined more than 25 per cent, 
compared with the 1928-29 level. 

It is evident that under the conditions of a relatively un- 
changed supply in the first year and one that was alimost at a 
record high in the second year, while demand was declining 
very sharply, the scheme had to fail, The huge surpluses that 
were accumulated, partly as a result of this artificial interfer- 
ence with the normal workings of the economic system, mace’ 
the condition of cotton more acute than it had been when the 
control’ was first instituted in 1929. It was in the attempt to 
cure this maladjustment that first the AAA and then the 
Bankhead Bill were adopted. 


The Japanese camphor monopoly 


An outstanding experiment in which the supply was under 
complete control but where science, through the development 
of synthetic products, upset the successful operation of the 
scheme, was the camphor experiment in Japan. 


IMPORTS OF CAMPHOR -INTO UNITED ‘STATES 


Crude Camphor — Refined Natural Syathelic Total 
ooo lbs, % ooolbs. % oaolbs. % anolhs, 
2,326 85.1 407 14.9 vere eee 33. 
1,509 60.9 847 34.2 1200 4.94476 
2,090 38.7 1,51q°. 28.0 1,798 . 33.3 50a 
1,886 31.9 1,165 19.7 2,870 48.5 5,9ar 
62x 26.8 3481 2g.5  adqt 48.7 6,043 
4365. 55.9 14176 19.1 2265. ag.0 9,806 
41204» 43.8 q3t- 14.9 3957 40.3 0,599 
1058 23.5 1,032 23.0 * ad05 53.5 tg O5 
2,004 40,5 15152 23.3 4,708 36.3 4,984 
N799 AT9 11034 ag.t 1,460. 34.0 93 
198 44.2. 1,630 36.4 880 19.6 4,499 





: Source:, Wallace and Edminster, op. cit., pp. 61-62) 1910 wind 1920-19293 Statis« 
tical Abstract of the U. S., 1934, DP. 496, 1930 to 1933. 
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The most important source of supply for natural camphor 
is the. island of Formosa. A monopoly was started in that 
country in 1899. In 1903, the scope of the monopoly was 
extended to include Japan proper. The camphor control is 
among‘ the earliest of the. modern attempts at price fixing. 
The coffee valorizations in Brazil and sisal experiments of 
Yucatan were both started several years later than the camphor 
plan. The only recent experiment that antedates the camphor 
monopoly was that in Greck currants in the 1890's, 

The law under which this control is handled is known as 
the Crude Camphor and Camphor Oil Monopoly Law. It 
provides for a complete control over natural camphor and 

‘yefined product, both in Japan and Formosa, The mechan- 
isms used to effect this control include: a control over produc- 
tion, the payment of a fixed price to the producer, allotments 
of the quantity for sale in Japan and abroad, and a fixed selling 
price by the government. The control is under the jurisdiction 
of the Bureau of Monopolies. 

This control is very rigidly enforced, Any person who 
wants to manufacture either crude camphor or camphor oil 
must receive permission from the government. All the cam- 
phor that he produces must be delivered to the government. 
If he violates any provisions of the camphor law the conse- 
quences may be economic death, since the government may 
cancel his license. The government also has the power. to 
inspect the manufacturers’ books and the right to commandeer 
camphor not sold to it. In this latter case, however, the price 
that is fixed for other producers must be paid. for the camphor. 
In other words, the unwillingness to sell to the government 
does not result in confiscation, Any minor violations of the 
laws are punishable by fines, 

‘The most careful study that has been made of this monopoly 
is that of Wallace and Edminster. They concluded that: 
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The history of the monopoly affords evidence that it has 
been measurably successful in the past in controlling prices, 
Insofar as competition from navural and synthetic camphor 
produced outside of Japan has permitted, the monopoly 
has been successful in exacting higher prices from consum- 
ers than would presumably have been possible in the absence 
of monopoly. 


However, they go on to say: 


It is clear that for the present the power of the Japanese 
government to control the price of camphor has been seri- 
ously compromised by the advent of the synthetic product * 
and in the absence of any international agreement . . « it 
looks as if this would continue to be the case,” ; 


The camphor monopoly is an excellent illustration of a situa- 
tion where the maintenance of artificially high prices resulted 
in an increased output from other sources and the development 
of a synthetic product to be used in place of the crude product. 
The Japan Year Book described the increase in supplies from 
other sources in the following vivid passage: 


«the advance of the camphor market on account of the 
Formosan monopoly encouraged the refining business in 
Japan proper and southern China, ‘The supply of wees in 
the private forests of Japan proper had becn nearly ex- 
hausted, but driven by the desire for gain, people began 
to dig up abandoned stumps and roots, with the result 
that the output was trebled or even quadrupled after the 
monopoly to what it was before?” 


Wallace and Edminster indicated the effect of high prices 
as a stimulant to outside sources of supply in the carly days 
of the scheme as follows: 





8 Benjamin B, Wallace, and Lynn R. Edininster, The International Control of Raw 
Materials (pp. 64-65). The Brookings Institution, Washington, D. C., 1930, 

° Thid., p. 75. 

10 Japan Year Book (1916), p. 377. 
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In 1907, the price rose far above carlier levels, ... The 
chief immecliate result was a very sharp increase in Chi- 
nese imports of the natural product. In 1905, these had 
amounted to only 717,000 pounds; in 1907 they rose to 
3,200,000 pounds," 


While the increase in the supply from outside sources was of 
importance in the carly history of the monopoly, the develop- 
ment of synthetic camphor has been of greater significance 
than either of the above developments in recent years, Ger- 
many has been the most important producer of synthetic 
camphor, By 1929 more than go per cent of the imports of 
camphor into the United States were synthetic camphor, Dur- 
ing the depression, however, the importance of synthetic cam- , 
phor declined steadily, Although the amount of Japanese 
camphor imported into this country has increased slightly since 
the formation of the monopoly, the relative importance of 
the crude product has sharply decreased. In 1926 competi- 
tion from synthetic camphor compelled the Japanese govern- 
ment lo make a serics of drastic cuts in the price of crude 
camphor, ‘Thus, although the monopoly is still active, it is 
apparent that there is a definite limit to the control which it 
can exercise over the price of camphor in the markets of the 
world, 


The Cuban sugar restriction 


That a country which produces only 20 per cent of the 
world’s supply of a commodity faces a hopeless task when it 
tries to control the price of that commodity in the world mar- 
kets was amply demonstrated by the experience of Cuba with 
its sugar control from 1926 to 1928, This attempt at control 
illustrated a situation in which the supply was limited success- 
fully to a predetermined amount. However, the other factors 
in the situation were of sufficient importance to more than 





34 Wallace & Hdminster, of. ci, PP 73-74e 
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STATISTICAL STORY OF SUGAR CONTROL 


Sucar (Lone Towns, ooo Omir rep) 








Production Grand Total % Cuba 

Cuba — Total Cane Beet Beet and Cane to T'otat 
1929-30 4,670 18,232 9157 271389 71 
1928-29. 5/156 18,132 9430 27,563 18 7 
1927-28 * 4,012 17,069 9024 26,093 154 
1926-27 | 4,505 16,433 7705 245138 18.7 
1925+26 4,885 16,039 8,290 245326 20,1 
1924-25. tues 6,136 15,895 8,094 23,989 ard 
1923-24 vse sees 4,067 14,440 5,862 20,302 20 0 


Source: Willet and Gray-—Weekly Sugar Trade Journal, Jan. 10, 1935, page 19% 
* 1927-28—~Crop limited to 4,000,000 tons by Presidential decree, January 1S, 1928, 
t 1926-27—Crop limited to 4,300,000 tons by Presidential decree, Decomber 10, 1926, 


offset the success achieved in controlling supply. Increased 
supplies from outside the “control country” and the failure of 
consumption to expand in Cuba’s chief market, the United 
States, were two of the outside factors that contributed to the 
ultimate breakdown of the scheme. 

In this scheme, the method of control was the regulation of 
production, through a restriction on new plantings, and a limi- 
tation on the total production, In order to make the contral 
of exports effective, a system of allocation of sugar to the con- 
suming countries was adopted. The agencies that handled the 
control were the National Sugar Defense Commission and a 
Government Export Corporation. This export corporation 
was the exclusive selling agency for all sugar sold outside of the 
United States or to consumers in Cuba. At the time of the 
formation of the export corporation, the President was empow- 
ered to transfer to it a percentage of the unsold stocks of sugar 
held at Cuban ports or mills. The total amount of sugar 
turned over to the agency was not to exceed 150,000 tons. The 
Cuban treasury advanced $250,000 to the export corporation to 
take care of its initial working capital. This sum was reim- 
bursed from the proceeds of'a special tax of one cent per bag 


’ 
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on all sugar produced by the mills, Thus the capital of the 
Government Export Corporation was secured ultimately from 
the sugar mills by means of a compulsory levy on production. 

Production quotas of 4,500,000 tons for the 1926-27 crop, and 
4,000,000 tons for the 1927-28 crop were decreed by the Presi- 
dent of Cuba. To enforce this restriction in production, quotas 
were sel up for cach mill and any production in excess of the 
allotted quota was subject to heavy fine. That the restriction 
in production was rigidly and successfully enforced is indicated 
by the fact that the output of sugar during the two scasons 
"mentioned above was approximately equal to the allowable 
quota, J. W. F. Rowe, in his penetrating and informative 
analysis of this scheme, gave the following account of the ; 
mechanism used: 


Each mill received warehouse receipts for its authorized 
crop; so many blue slips for sugar which it was free to sell 
to the United States, and so many pink slips for the sugar 
it was not free to sell, and which had to be held pending 
instructions from the Export Corporation. The pink slips, 
however, were negatinble receipts and could be transferred 
to other ownership, the Corporation making payments di- 
rectly to the person presenting the receipt. Since the value 
of the slips at the time the sugar would be sold was un- 
known, a buyer of them would be taking a big risk and 
producers therefore financed themselves mainly by sales of 
blue slip sugar, which represented about 70 per cent of the 
crop, and (hus provided their immediate requirements, On 
the pink slips, payment was made by the Export Corpora- 
tion as it collected the purchase price from its customers 
according to the ordinary urade customs, The Export Cor- 
poration was under no obligation to preserve an equality 
amongst the mills in respect to the amount of pink slips 
sold. 





IJ, W. F. Rowe, “The Artificial Control of Raw Material Supplies," Economie 
Journal, September 1930, Vol, XL, pp. 26-27. 
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Rowe concluded that: 


The whole mechanism so far as the producers were di- 
rectly concetned appears to have worked both economically 


and smoothly. 

A survey of the trend of prices received by Cuban exporters 
for sugar sold in the United Statcs indicates that although the 
price of sugar rose about one cent after the inauguration of the 
scheme in 1926, it declined continuously from the beginning 
of 1927, During 1928 all of the advance that took place in the 
early stages of the scheme was cancelled, and the price of sugar 
fell lower than it had been in 1926 when the attempt at con- 
trol was first started. 

An analysis of the accompanying table indicates that Cuba 
gained very little from the experiment and that its position 
was such as to insure failure from the start. When the scheme 
was initiated, Cuba produced 20 per cent of the total world’s 
supply of sugar. Owing to the restusction scheme and the cur. 
tailment in production, Cuba’s share of the world total declined 
to 15.4 per cent. While Cuba was reducing its crop approxi- 
mately 875,000 long tons, other cane sugar producers increased 
their crop by more than 1,900,000 tons and bect sugar producers 
increased ther output by 734,000 tons, On balance, producers 
other than Cuban increased their output by 2,640,000 tons dur- 
ing the period that Cuba was practicing production curtailment. 
Te 1s easy to understand why this situation helped develap dis- 
satisfaction and discontent with the restriction plan, ‘The un- 
employment caused by the sharp contraction in the sugar 
harvesting was an additional factor creating sentiment against 
restriction. 

In the middle of 1928, the restriction scheme was abandoned. 
This abandonment was followed by a sharp increase in produc- 
tion to the highest level ever recorded. The sharp increase in 
supply caused further chaos in the Cuban sugar industry, and 
during 1929 a single selling agency was formed for the purpose 
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of marketing the Cuban crop, At first this scheme was volun- 
tary, but later it became compulsory and was under the juris- 
diction of the Cuban government. Lack of funds with which 
to finance the holdings of sugar was an important factor caus- 
ing dissolution of this agency in 1930. 


The international tin pool 


The participants in the tin restriction agreement are British 
Malaya, Bolivia, Dutch East Indies, Nigeria, Siam, Portugal, 
French Indo-China, Belgian Congo and Cornwall. The orig- 
inal participants were the first four. All of the other 
countries have joined the experiment at various times since its 
inauguration. 

An interesting aspect of this plan is the fact that the Dutch, 
who were definitely opposed to restriction in 1922 when the 
Stevenson Rubber Plan was put into effect, are members of this 
pool. ‘The Dutch have also been members of three other inter- 
national pools recently in operation, namely, the Chadbourne 
Sugar Plan, the New Rubber Scheme and the Tea Restriction. 

After several attempts had becn made at voluntary restriction 
during 1929 and 1930, the present arrangement was entered 
into in March, 1933. The principal method of control is 
through export quotas for each of the participating countries, 
An additional feature of this plan is the provision for purchases 
of tin Crom producers and in the open market by a special pool 
formed for this purpose. This pool, which is known as the 
International Tin Pool (organized in 1931), is not to be con- 
fused with the Buffer Stock Pool (formed in 1934). The 
Buffer pool, which is subject to instructions issued by the Inter- 
national Tin Committee, was set up for the special purpose of 
holding a stock of tin in reserve. ‘This tin was to be released 
for sale if any temporary shortage took place. Provision was 
made for the accumulation of 8,282 tons of tin directly from 
producing countries, 
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The mechanism of control provides that a standard quota 
shall be set for each of the participants, based upon 1929 pro- 
duction. From time to time the International Tin Committee, 
which keeps a careful watch over the ratio of world production 
to world consumption, issues suggestions to the signatory gov- 
ernments for a revision in the quotas, At one time, in June of 
1932, quotas were reduced to as low as 33 per cent of the stand- 
ard period. These revisions in quotas can take place every 
three to six months, 

Although the Tin Committee carefully watches the broad 
situation, it is up to the individual government to enforce the 
sharing of quotas among the companies operating within its 
boundaries, C. L. James, in an article in the Harvard Business 
Review, gave the following description of the method of en- 
forcement in the Malay States: 


Certificates allocating permissible production are issued 
only for the quota periods and are granted only to owners 
of land already mined or prepared for mining...... 
Penalties for non-observance of regulations range from the 
cancellation of licenses and confiscations to fines of 2,000, 
Deliberate evasions are subject to fines of twenty times the 
value involved or a flat penalty of $5,000,!" 


It is evident that a very rigid control has been instituted, 
Similar mechanisms have been set up in other countries, That 
this scheme has been successfully enforced is indicated by the 
fact that actual exports have not been very much out of line 
from the quotas set up by the I. T. C. 

When the pool was organized, tin was selling at £122 a ton, 
A temporary rise to £140 took place after England abandoned 
the gold standard. This price was reached in January, 1932, 
By June, 1932, the price had again declined to £115 a ton, 
However, owing primarily to the steady increase in business 





C L, James, “International Control of Tin Oi,” in Narond Business Review, 
October, 1932, p. 71. 
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activity throughout the world, a steady rise took place which 
brought the price up to 228 by the end of 1933, During 
1934, the price remained comparatively steady and ranged 
from £227 a ton to £239 a ton. Al the close of the year, the 
price was approximately £228 a ton, The average for 1934 
was [230 as compared with an average of £227 in 1928, £204 
in 1929 and £118 in 193t. From this brief analysis of price 
movements, it is evident thal the pool was more than successful 
in raising the price and, after having raised it, in maintaining 
it ata steady level. 

Although the pool has been successful in maintaining prices, 
there are several forces at work which indicate increased diffi- 
culties in the path of the pool. These may be described briefly: 


(1) Production is not concentrated in the hands of the 
most efficient producers, Changes in the quota affect the 
efficient and the inefficient alike, In view of this fact, 
it appears to be only a question of time before low cost 
producers such as those in British Malaya will become so 
clissutisfied with the scheme that they will break apart from 
it, In addition, the relatively high price which this situa- 
Uion necessitates is « factor causing resentment on the part 
of the consumer, 

(2) The production of tin in excess of export quotas, 
with the consequent accumulation of burdensome inven- 
tories in the participating countries, is another possible weak 
point in the scheme, ‘That this situation is a ical danger 
is evident when it is remembered that sharp reductions in 
production tend to increase costs because of the smaller 
number of units over which the overhead can be spread, 

(3) An increase in outside production is also a future 
danger. The danger from this source, however, is not one 
of immediate consequence, 

(4) The use of substitute products and a consumers 
strike, 

(5) ‘Ihe use of secondary tin. 
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The last three dangers listed above can be avoided if the ‘Tin 
Committee addfftg a reasonable price policy, However, the 
basic fallacy of tié“plan, namely, the equal treatment of both 
hugh cost and low cost producers, can not be overcome so easily. 
The danger from this source will be especially great if world 
demand once more declines and quotas must again be revised 
downward. 


*Mxrsons op Price Frxinc 


The methods by which prices have becn fixed are very 
numerous, but they may be divided into two broad groups: 
direct and indirect, Direct price fixing refers to all attempts to 
Jimut the movement of prices without initiating actions which 
would alter either supply or demand or both. It can be likened 
to attempting to fix the temperature of a room by fixing the 
reading on the thermometer. Nothing is done to control the 
causal forces which affect and make price (or in the case of the 
thermometer, the forces that cause the mercury in the ther- 
mometer to give different readings). Indirect price fixing, on 
the other hand, refers to attempts to influence the causal forces, 
supply and demand, which determine the level of prices—it is 
concerned with altering the level of supply and demand for 
the purpose of influencing prices, 


Direct price fixing™ 

Prices can be fixed directly in only a limited number of ways, 
These include the fixing of maximum prices, minimum prices, 
specific prices, the range of prices, and the price relationship 
between commodities. 


* Maximum price fixing 
By maximum price fixing is meant fixing a ceiling above 
which prices are not supposed to rise. The main beneficiary 





14 For a detailed discussion sce Jules Backman, “Direct Price Fixing,” in the 
Southern Economie Jomnal, Vol, U1, October 1936 
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of this type of price fixing is the consumer, This method was 
used widely in the United States, England, other countries 
during the Work! War. ‘Tf the fixed pf@@ is sct above that 
which would prevail under competitive conditions, it has little 
significance and tends to cause no important problems, If, 
however, (he maximum price is fixed at a level lower than that 
which would prevail under competitive conditions (this is 
usually the case or there would be no necessity for price fixing) 
numerous difficulties will arise. If the demand and supply of y 
the product or either one is clastic, this level of prices will lead 
to an increase or maintenance of the demand for the product 
while its supply will tend to be reduced with the consequent 
difficultics to which this situation might lead. Various forms 
of evasion and hoarding will be encouraged and usually it will 
be impossible to enforce the fixed price.) An excellent illustra- 
tion of this point was found in the maximum prices fixed in 
France during the Revolution of the 1790's. Even though 
evaders were threatened with the guillotine for evasion of the 
Law of the Maximum, and many persons were killed, it was 
impossible to enforce the uneconomic maximum price. 


Minimum price fixing 

A minimum price is usually fixed for the benefit of the pro- 
ducer as compared with the maximum price which is instituted 
for the protection of the consumer, By minimum price fixing 
is meant the creation of a floor below which prices are not 
supposed to fall and below which no transactions are allowed 
to take place, Under the NRA this method of price fixing 
found great favor. Producers were allowed to set minimum 
prices in return for increasing wages and decreasing hours of 
work. ‘This experiment, which was characterized by wide- 
spread evasions, was a failure, If the minimum price is fixed 





18 See Butish Rent Restrictions Act. Groat Britnins Statutes, Session Laws, Public 
General Acts, . « 231d, December, 1915. Chapter 97, p. 345. 
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too high (and it usually is, or there would be no necessity for or 
significance to mipimum prices) there will tend to be a shift to 
substitute products as well as widespread evasion of the fixed 
price. By fixing the price at a level higher than that justified 
by economic conditions, encouragement is lent to producers to 
increase the supply, and there is a tendency for consumers to 
reduce their purchases unless they can buy the product at lower 
than the fixed price. Under such circumstances the develop- 
ment of a bootleg trade in the commodity may be expected. 


’ Specific price fixing ; 

A specific price is one which is both a maximum and a mini- 
mum. Whereas in the case of the maximum or the minimum 
price there remains the possibility of a movement of price in 
at least one direction, this possibility is eliminated when. this 
type of price fixing is used. Perhaps the best example of a 
specific fixed price was that for gold at $20.67 per ounce in the 
United States before March, 1933. This type of direct price 
fixing was also used in the Chile nitrate experiment, 


’ Fixed range of prices 

The fixed range of prices combines the main characteristics 
of minimum and maximum price fixing. Under this method 
of control, both a ceiling and a floor ate set for prices, and price 
fluctuations are limited to these predetermined levels. ( Of 
course, if the maximum and minimum are set at levels which 
are autside the range covered by the movement of the price 
in the competitive market it will have little significance. If, 
however, it is set within that range, numerous difficulties, simi- 
lar to those encountered in the methods of direct price fixing 
discussed above, will be encountered.) When this method is 
used, the minimum price is usually fixed for the producer 
while the maximum price applies to the consumer, 
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Fixed price relationship 
‘Under this method, the price is fixed in relationship to some 
other commodity.’ The base commodity can either be one 
which is already fixed, in which case this method of price 
fixing will be comparable to specific prices, or the base can be 
a competitive price, in which event the price of the controlled 
commodity will fluctuate with movements of the base price. 
Frequently this type of control takes the form of fixing mar- 
gins between related products; it may be cither a wholesale or 
a retail margin. This latter device was used on a large scale 
during the World War experiment in price fixing. 


Iadirect price fixing 

The methods that have been used to fix prices indirectly fall 
into two broad categories:(production control and marketing 
control? Among the leading methods of production control 
can be included: planting restrictions, control oyer acreage, 
limitations on the installation of new machinery, and “maxi- 
mum hours of operation of machinery. Marketing controls 
have included: export control, export bounties, import certifi- 
cates, equalization fees, tariffs, import quotas, the withholding 
of surpluses from the market, and loans,» Space does not allow 
a complete discussion, of all of these methods; therefore only’ 

" the more frequently used will be outlined. 


Planting restrictions and acreage control 

The principle behind the adoption of planting restrictions 
is that if the amount of seeds planted is reduced, the total crop 
will be smaller. Obviously this type of control can be used 
only for agricultural products, Among the experiments in 
which it was used were: Brazil’s coffee valorizations, sugar 
control in Cuba, and the rubber restriction of 2934. {The main 
difficulties with this method of production control is that seed 
» is not the only factor affecting the size of the crop. ‘Weather 
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conditions, condition of the soil, insects, fertilizer, and the other 
factors influencing growing conditions are also very important.’ 
The result is that no exact control can be had over the supply 
of the ‘product, At best it is a loose and inexact method of 
control. 

Control over acreage suffers from the same defects as those 
outlined above, with the additional potential problems of inten- 
sive cultivation and maladjustments in the supply of other 
products to be considered. An excellent illustration of the 
former was found in connection with the AAA control over 
cotton acreage in 1933-34 when, despite a decline of 25 per cent 
in the planted acreage, the total production was the same as in 
the previous year. When the acreage is drawn out of use (or 
plowed under) for one product, it may be devoted to the pro- 
duction of another product. This leads to an increase in the 
supply of the latter product with the consequent necessity of 
extending control to that product. The effect is a vicious circle 
of control with the ultimate need for a control of all products. 


‘Limitations on the installation of new machinery 


This method is used primarily ‘to control the supply of manu- 
factured goods? It found widespread use under the NRA 
(e.g. textile and ice industries). If, as was the case in the 
textile industry, overcapacity exists, the control will not be’ 
effective. “By preventing the installation of new machinery, 
a brake is put upon progress since it tends to “freeze” indus 
tries in their existing capacities and new inventions cannot be 
fully utilized. The consumer losestbecause the lower prices 
which result from improvements in efficiency do not occur. 


Export control 


The control over exports has probably been the most widely 
used mechanism of price Gxing. Among the many experi- 
ments in which this device was used can be found some of 
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the most famous, including: the Brazil coffee. valorizations, 
the Stevenson rubber control, the Chadbourne sugar plan, the 
Cuban sugar control, and the control of sisal in Yucatan. Each 
of these experiments failed. Unless this mechanism is accom- 
panied by a control over production, domestic stocks tend to 
accumulate with the resulting maladjustments and difficulties 
to which this leads. That all the difficulties arising from the 
use of this device are not completely overcome by a control 
over production was well illustrated in the Cuban sugar experi- 
ment in which, despite a very effective control over production, 
the control broke down. An important problem 1s the potn- 
tial development of outside sources of supply if the price is 
fixed too high. This was the case in both the Cuban sugar 
plan mentioned above and the Stevenson rubber plan. If the 
attempt is made to overcome this difficulty by including other 
countries in the control, then the prospect of difficulties arising 
between the various signatory countries must be faced. This 
occurred in the Chadbourne sugar plan. A basic problem is 
the dissatisfaction of the low cost producers, who, in a declin- 
ing cycle, must constantly reduce their production—even when 
they know that they may be able to furnish almost the entire 
supply needed if they were allowed to produce at a maxi- 
mum. The development of consumer resistance and the use 
of substitute products, both of which developments occurred 
in the Stevenson rubber plan and contributed to its failure, are 
also rocks upon which the ship of price-fixing may founder. 


Withholding stocks from the market and loans 


The purpose of withholding stocks from the market is to 
reduce the pressure on price that results from dumping goods 
on the market. The adoption of loan plans tends to have the 
same effect since it increases the holding power of the producer 
and thus enables him to withhold excess supplies from the 


, Market. Loan programs were used in connection with the 
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Japanese silk yalorization, the Federal Farm Board, the AAA, 
and Brazil’s hth coffee valorization. Stocks were withheld 
from the market in each of the above experiments and also in. 
connection with Japan’s control over rice and the international 
tin restriction inaugurated in 1932, The main difficulties aris- 
ing from these methods of price fixing are readily secn. If they 
result in a price higher than that justified by economic forces, 
the supply will tend to be increased while the demand will be 
reduced with the consequent maladjustment and aggravation 
of the situation which such a development will entail, If the 
enéfte supply is not controlled then an added difficulty will arise 
if the supply outside of control is placed upon the market at 
prices lower than those supported by the control authorities, 
Another factor to be considered is that the withheld stocks 
must be sold at steadily higher prices, as time passes, because 
of the financing and storage charges which are incurred while 

sholding supplies from the market. Since these methods of 
control are usually adopted at times when prices are falling or 
showing signs of weakness, it is evident that it will be almost 
impossible to recover all of the money spent in withholding 
stocks from the market. In the past this type of experiment 
has usually cost the national treasuries and, in turn, the tax- 
payers, substantial sums of money. 


¢ ENFORCEMENT 


“Effective enforcement is essential to every price-fixing experi. 
ment. While successful enforcement will not ensure the success 
of the control, a loose enforcement will inevitably cause the 
failure of the control’ There are two aspects to enforcement: 
the machinery and the penalties. The most frequently used 
mechanisms have been quotas and licenses.’ The quota is used 
in connection with the limitation of supply (production con- 
trol). It involves the allotment of the supply to be produced 
among all the producers. This mechanism was used in The 
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Netherlands’ hog control, the Stevenson rubbeigplan, and the 
Cuban sugar restriction. The Stevenson plan was particularly 
interesting in this connection. ‘The exporter was credited with 
his quota at the local custom house, and every time he exported 
rubber his account was debited. If he exported more than his 
quota he had to pay a tax—not only on the excess but on all 
of his exports, The license system can be used with practically 
every method of control. It found its widest use during the 
World War price-fixing experiment. It was also used in the 
recent French wheat experiment, The Netherlands’ butter con- 
trol, and with rice in Japan, as well as in many others. ~ 

‘The penalties for failure to comply with a price control have 
ranged from small fines to death’ In two leading experiments, 
that of Diocletian and the Law of the Maximum in France in 
the r790’s, death was the penalty for the evasion of the fixed 
price.’ Despite the severity of this penalty neither of these 
experiments was successfully enforced, Economic death is 
another severe penalty. In the Japanese experiment with na- 
tural camphor, violation of the control was punishable by the 
revocation of the license to produce, This revocation was tan- 
tamount to economic death, since a person who did not have 
a license was not allowed to produce camphor. Confiscation 
or destruction of the excess supply produced has also been used 
to punish those who failed to abide, willingly or inadvertently, 
with the edicts of the price control authority. This mecha- 
nism was used in the 1934 rubber agreement, cotton in Egypt, 
sugar in Brazil, and wheat in Portugal. A moncy payment 
in the form of a fine or a lax is probablyathe most widely used 
mechanism for punishing violators of the control. This type 
of penalty is found in practically every experiment, 

The record of enforcement has been mixed. In a number 
of leading experiments it has been fairly successful, to wit: 
Chilean nitrates, Cuban sugar, Chadbourne sugar plan, and 
Japanese camphor. On the other hand, in other experiments 
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it has not beep so successful. Thus the enforcement of the 
cotton control in Egypt has been termed a “farce” and a Smock- 
ery” while in the Japanese silk control the interference of local 
politics prevented successful enforcement. That (there is no 
correlation between the success of these controls and the sever- 
ity of the penalties imposed should be evident from the above 
mentioned cases where even the penalty of death was not 
enough to overcome the economic forces which make it impos- 
sible for prices to be fixed for any length of time,’ In the follow- 
ing section several of these economic difficulties are outlined. 


Critican Anaysis or Price Fixine ** 


The complexities of price fixing are usually not realized. 
To the man in the street it seems very simple to set a price 
arbitraiily at any figure, But the more this question is an- 
alyzed, the greate: do its complexities grow. There are cer- 
tain basic problems that must be considered by the price fixer 
if he 1s to fix prices successfully, 

Perhaps the chief difficulty in any price-fixing arrangement 
is the inability to prevent the maladjustments set in motion by 
the chain of events which necessarily follows the inauguration 
of a fixed price. Our economic system is so delicately balanced 
and prices are so closely interrelated, that acceleration or retard- 
ation of any of the cogs of the machine must necessarily have 
repercussions throughout the entire system. Dr, Haney * has 
given an excellent illustration of this interrelation in con- 
nection with the cotton-seed industry during the World War 
price-fixing experiment, Cotton-seed oil prices were declining 
because of competition of foreign vegetable oils, and conse- 
quently it appeared necessary to advance the price of cotton- 





*8Portions of the material in this section appeared in Barrou's Linanerl Weekly 
Jules Backman and Ivan Whight, “The Futlity of Price Fixing") of July 23, 1934) 
and are used with the generous permission of the publisher, 

1 Lewis H Haney, “Price Fiving 1m the United States During the War,” PP. qOnqt, 
Academy of Political Science, New York, rgt9. 
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seed meal, which was a joint product of the oil. Thus the 
producer of cotton secdl would net a fair return on his product. 
Such an advance would have resulted in an increase in expense 
for cattle feeders who used cotton-seed meal and, in turn, 
would have meant higher prices for meats. Since the Food 
Administration was trying to keep the cost of living down, an 
increase of this nature was against public policy and therefore 
a new means had to be found to meet the problem. The rela- 
tion between cotlon-seed ol, cotton-sced meal, and the steak 
which you eat may seem to be obscure, but it exists, and 
a lampering with the price of any of the products must nefes- 
sarily affect the others, 

There are numerous other ways in which this interrela- 
tion can be illustrated, but one more should suffice, If two 
commodities are used to make a third product (¢g., copper 
and zinc make brass), a control of onc of the two component 
commodities can have an important effect on the other. Thus 
the maintenance of copper prices at artificially high levels 
might result in an increase in the price of brass and in turn 
cause a decrease in its consumption, A decreased consumption 
of brass means a decrease in the amount of zinc used. This, in 
turn, would lead to the accumulation of inventories, or a reduc- 
tion in production, either of which might cause lower prices for 
zinc, 

The inability to prevent the discquilibria which are caused 
by a tampering with prices is perhaps the chicf factor prevent- 
ing a successful price-control scheme from being put into effect 
in our capitalistic system. The cxistence of thousands of pro- 
ducers and the difficulty of codrdinating their activities without 
complete control over each industry by a central agency indi- 
cates that only under a socialistic regime, with government 
ownership of industry, could the proper mechanism be found 
to fix prices effectively, Even in this case the securing of a 
master mind, able to envisage the changes in demand and able 
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to codrdinate a million parts into a well-defined picture, will 
probably remain an impossible task. 

«A second difficulty which arises in many price-fixing schemes 
1s the inability to determine accurately the cost of production 
when that is used as the basis for fixing prices) An important 
question in this connection is that of average cost versus mar- 
ginal cost. 

Ifa price is based on the average costs of all producers of the 
industry, complaints will be heard from the producers whose 
costs are above the average and who will necessarily have to 
curtail activity. On the other hand, those who are producing 
at costs below the average will be encouraged to increase pro- 
duction, Because of the many grades of efficiency in producing 
any product, it is impossible to establish a fair price for the 
industry based on average cost. Such could be a fair price only 
if each unit of production in the industry were produced at 
the same cost and if each management were equally efficient, 

‘One means of overcoming the defects of averaging costs is 
to form a pool? The pool buys the output from the various 
producers at their cost plus a fixed profit, Then the cost of all 
the products bought is averaged and the product is sold to the 
public, based on that cost. Thus, if a pool is formed in sugar, 
to take a hypothetical case, it might buy Cuban sugar at five 
cents and an equal quantity of American sugar for nine cents. 
The average cost is seven cents—which is the approximate level 
at which the price will be fixed. The Cuban producers receive 
two cents less than the fixed price, while the American pro- 
ducer gets two cents more than that price. ‘This¢proposal, will 
work only in an emergency)because the low-cost producers (in 
this case Cuban growers) will not be satisfied with the small 
profit allowed to them under this scheme, This is especially 
true if market conditions would warrant a price higher than 
they receive under the pool arrangement, Thus in the above 
illustration, it might cost the Cuban producer four and one half 
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cents to produce a pound of sugar. Under the pool arrange- 
ment he would net a profit of one half cent, while if he sold in 
the open market he would carn two and one half cents a pound. 

Additional problems are met if marginal costs are used as 
the basis of price determination. Where shall the margin be 
fixed? What is to determine which producers shall be included 
and which excluded? If price is fixed in order to secure a 
minimum supply, will the effort be made to get this supply by 
stimulating the production of the low-cost producer, or will the 
output be frozen in the current proportions? In the latter case 
prices will have to be high enough to enable some high-cost 
producers to remain in business, If this is the situation, will 
it not stimulate bootlegging by the low-cost firms who want 
to take advantage of the large profit margin? What will be 
done about new investment in the industry? Are the present 
plants to have full sway in determining whether or not they 
will have new competitors? The price, when determined by 
the supply and demand for the product, tends to fluctuate about 
an equilibrium level. If price falls too low, some high-cost 
producers are forced out of business and demand at the same 
lime tends to be stimulated, thus causing the pendulum to 
swing in the other direction. If the price is high and profit 
opportunities increase, new capital is attracted to the industry, 
forcing prices down. The automatic adjustment to an equi- 
librium level under the free competitive system is in sharp con- 
trast to the disequilibria created by the determination of prices 
based on arbitrary margins and costs, 

‘Anyone who is trying to decide a fair price on the basis of 
costs must itemize each of the costs, clecide what items should 
enter into cost, and what is a fair price for cach item. Since 
cost accounting is far from a perfect science, a host of questions 
arise.) What salaries and wages shall be paid? Should adver- 
tising be considered, and to what extent? What rate of depre- 
ciation should be charged for capital?? What value should be 
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given to the investment?) Each of these and many other ques- 
tions must be answered before a determination of what consti- 
tutes true cost can be found, 

Here we may raise the further question as to ‘what part cost 
should play in determining price, It has generally been con- 
ceded by economists that in the long run costs determine prices, 
because the more efficient, who can produce at the lowest cost, 
drive out the inefficient who are unable to produce and supply 
the market at the low prices asked by the efficient producers, 
This relation, however, does not hold during the short-term 
period. Prices are quoted above and below cost, depending 
upon the level of demand. Such factors as perishability, style 
changes, overexpansion, and so forth, are more important than 
cost in many cases. 

A third problem that has arisen in many price-fixing attempts 
is thedevelopment of new sources of supply if prices are fixed 
at a higher level than is warranted by supply-demand condi- 
tions’ There are several means of increasing the supply of any 
product. An example was the opening of new producing areas 
following the ill-fated Stevenson rubber plan and the Coffee 
valorization plan, In both these cases, countries which were 
formerly unable to produce large quantities of the commodity 
profitably were able to enter into the market because of the 
artificially high price, The development of substitute products 
also plays a prominent réle in increasing the supply. ‘Science 
is always ready to jump into the breach created by an artificial 

' price and bring the price down by the development of a substi- 
tute product’ A great many of the price-fixing experiments 
have been undermined through the development of substitutes. 
The Japanese plan to control camphor prices, Chile’s attempt 
at nitrate control, and the use of reclaimed i1ubber when rub- 
ber prices rise too high are a few of the illustrations that can be 
cited, If the price is fixed far above that warranted by market 
conditions, the submarginal producers become an important 
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factor in contributing to supply and, ir*many cases, the large 
supplies furnished through the opening up of new producing 
areas are a result. 

The psychological factor of gieed is a fourth problem which 
imust be faced by the price fixer’ As long as it is profitable 
produce a commodity, someone will produce it. The attempts 
of the New Deal administration to control the flow of “hot” 
oil in 1934 were notably unsuccessful. The reason for this was 
the artificially high level at which oil prices were fixed. 

Other problems that atise [rom price fixing include: 


1. A fixed price on a domestic product upsets forcign trade 
relations in that product with the result that tariffs, boun- 
tics, and dumping follow, 

2, Bureaucratic control of price fixing is costly and imprac- 
tical and creates opportunities for graft. 

3. Maximum price fixing under inflation bankrupts the 
producer because of the increased costs of production 
without an accompanying increase in price, 

4 Minimum price fixing under deflation brings forth excess 
supply and hurts both the consumer and producer. 

5. Once a price has been fixed and industry adjusted to the 
price, removing the fixed price brings back chaos, e.g.; 
removal of the linglish fixed price for American bacon 
after the war. 


The conclusion from the above analysis is that government 
price fixing usually leads to difficulties out of proportion to any 
possible benefits, Although a high price may cause an increase 
in the total number of units produced, waste as a result of 
unnecessary production by submarginal producers tends to off- 
set the benefit of increased production. On the other hand, if 
the price is set too low and production is discouraged, it is 
evident that the total amount of goods produced will neces- 
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While social groups may benefit from price fixing, society 
as a whole will receive little or no advantages since maladjust- 
ments are created which tend to retard future activity and lead 
to a reduction in the total real wealth of the community. 

Price fixing interferes with the operation of the competitive 
system and unless we are willing to “scrap” this system, under 
which, (despite its imperfections and inflexibilities), rapid 
progress has been made, the panacea of government interfer- 
ence with prices must be abandoned, 
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CREDIT CONTROL 
(i) 
Credit Control in a Planned Society 


W. H. Steiner 


Since in a very real sense money has become, as Alfred 
Marshall said, “the center around which economic science 
clusters,” the problems of moncy‘and ciedit today are re- 
garded as social problems of the first magnitude, In a 
planned society, credit control raises three fundamental 
questions: first, shall credit be controlled by the govern- 
ment gr by the banking system; by what process, in other 
words, shall the community be furnished with its needed 
supply of money and credit? The second question con- 
cerns the objectives of contol: should stabilization of 
prices be sought, or should a proper relation between the 
process of investment and the process of saving be the pii- 
mary goal? Finally, what tools or instruments of credit 
control now exist, and what is their prospective efficiency 
for solving the difficult and technical problem of apportion- 
ing credit in a planned cconomy? Should efforts be di- 
recled toward controlling the volume of funds supplied, or 
the price at which these funds are available? 

It is particularly difficult to offer acceptable solutions for 
these problems; any concrete proposal is certain to precipi- 
late controversy. Since knowledge of many of these matters 
is very imperfect, further experience and study are required, 
Especially intricate are the problems in the United States 
where banking has been regarded as an individualized 
industry. As Professor'H. Parker Willis* remarks, there 


“HL "Banking and Credit in a Planned Society,” Rureau of Personnel Adiinistrations} 
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is no active opinion interested in the direction of banking, 
nor any well developed financial opinion in this country 
that would be influential in directing any general body of 
principles in operation. 

The unsettled state of pupae, knowledge today is evi- 
dent from the variety of plans (the 100 per cent reserve 
plan, social credit, and other schemes). which are advanced. 
Credit control must be mastered fully in its theoretical 
aspects before it can become a guide to policy —F. M. 


coNomic events move rapidly. The problems shift, and 
E so do the viewpoints from which they are regarded, Not 
only do changes occur in the “natural” course of events, but 
‘changes in the “rules of the game” are constantly being 
proposed as solutions to the economic problems. 

Nowhere is change more pronounced than in the field of 
money and banking. The years since 1914 have witnessed 
upheavals that have cast widespread doubt upon the monetary 
and banking doctrines that had previously held firm sway, and 
have encouraged experimentation or “testing out” of the un- 
conventional.. The monetary-and banking system has had far 
heavier demands made upon it than ever before. It has been 
held responsible for much that has happened in other economic 
spheres, Particularly have the charges been levelled either that 
it has caused the crisis or that it has not prevented it, as well as 
that it has not lifted us promptly from depression. In seeking 
to integrate money and banking with general economic life, 
both the layman and. the ptofessional economist have often 
been inclined to place the entire burden of responsibility for 
economic affairs on their shoulders, 

Monetary.and banking-doctrine is in a state. of transition. 
Muth of, the new: has already been discarded while much. of 
the old i is gaining renewed respect, Yet, the diverse theories 
have not: yet been crystallized into an accepted ,body of doc- 
trine. Much:experimentation apparently lies ahead, “Managed 
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money” for example is to many still a touchstone and panacea 
—a new Moses to lead us out of the wilderness, despite the 
fact that progress in learning how to mianage money, and 
the objectives that management should achieve, has been slow. 
Emphasis has been placed all too frequently upon the formula.’ 
tion of a program of action, however tentative, rather than 
upon the antecedent analysis of methods of operation that is 
necessary in order to provide a firm basis for that program. 


I 


Present monetary doctrine, and the public partiality for con- 
trol, can be understood only in the light of the crisis of 1929 
and the events that followed. ‘The control exercised in the 
twenties had been mild, Abroad, it involved aid in returning 
to the gold standard—in form, it is true, rather than in spirit— 
as rapidly as possible. In the United States, it involved first 
preventing the huge stock of gold that we acquired from induc- 
ing a corresponding expansion of credit, and later trying to 
stabilize economic’ activity at a high level, In the New Era 
there was considerable exultation over our presumed newly 
acquired ability to stabilize prosperity. 

Subsequent events proved this view illusory. They served 
to show that we, as well as other leading nations, had appar- 
ently merely perpetuated and aggravated maladjustments that 
had arisen, many of which dated back to the War itself, Adu- 
lation was followed by criticism, But. the public at large was 
not critical of what had been done prior to 1929. It did ‘not 

- realize 'that this period had stored up troubles that plagued.us 
subsequently. Instead, the criticism was directed at the subse- 
quent impotence and helplessness: to lift us promptly from 
depression, In fact, blind to-all:the faults in monetary: policy 
of the ‘twenties, critics sought to lead us as far as possible to 
hail our steps to the apormeaties of a period, and then 

o“peg” us there. ; 
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Much of the control exercised during the later "twenties, it is 
true, seemed negative rather than positive in character. It aided 
activity by noninterference, rather than by direct guidance and 
control. The ideal seemed much like that which European 
nations had sought to restore—a placid, normally functioning 
system, making use of automatic functioning in as large a 
degree as possible. This ideal the old pre-War gold standard 
sought to provide, The contrast between pre-War and post- 
War aims in this respect is really much less sharp than is often 
assumed. 

The post-1929 view, however, will have none of this, The 
tremendous social pressure, especially from z93r on, will brook 
no delay. To this view automatic processes seem indirect and 
planless; it would substitute, instead, direct control. A sheet 
anchor is felt to be neither needed nor desired, and the gold 
standard, which afforded such a protection, is regarded with 
disdain, It is termed really a “sterling standard” that func- 
tioned through London in pre-War days, while it is mocked 
as being abandoned whenever the limitations it imposes on a 
nation’s actions threaten to provide a real restraint. It is termed 
an outworn fetish, although the very critics who thus scoff hold 
on to all the gold they can accumulate and strive to amass still 
more. Finally, much fear has been raised of an impending 
shortage of gold, despite the improvements in credit and bank- 
ing technique that have taken place, with their resulting econ- 
omy in the use of gold, the widespread devaluations or reduc- 
tions in the content of units that have occurred, and the exist- 
ence of a substantial additional current output of the yellow 
metal. Further, there is the possibility of drawing upon the 
private hoards held for years in the East and latterly also by 
cautious individuals in London bank yaults. 

The emphasis placed today upon direct control means that 
the monetary problem is now regarded more and more as a 
social problem. As on historic occasions in the past, class war 
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has again raised its head. Creditor and debtor—though with 
numerous cross currents—are again pitted against one another. 
More broadly viewed, the present represents oe stage (albeit 
an important one) in their long-continued conflict, which, 
aided and abetted by the impecuniosity of governments, has 
led to progressive depreciation in currency units. The debtor 
position is once more triumphing. It is forcing consideration 
of direct control, claiming social betterment as an aim. 


Il 


The first question that arises is, who shall control—govern- 
ment or banking system? The conventional view favors con- 
trol by the latter, while current fashion espouses control by the 
government. ‘The problem is related closely to the classical 
problem of the quantity of money that a nation necds, 

The conventional approach to the problem of moncy supply 
views a dynamic socicty. Activity fluctuates considerably, and 
with it the demand for the media of exchange. An elastic 
currency, both hand-to-hand and deposit, is therefore required. 
More “money” should be provided in active times, less in de- 
pressed, ‘The best way to furnish this “moncy” is to relate the 
provision or “creation” of the money Lo specific necds for it, 
and its withdrawals or cancellation to the passing of these 
needs, In reality, a bank makes a loan and “creates” a demand 
deposit when needed by business, and cancels it when the busi- 
ness man has concluded his transactions and repays the loan. 

In the community as a whole, new loans are continually 
being made and old ones repaid. In times of activity, the 
former exceed the latter, and vice versa in times of depression. 
The job of money supply is both one of quantitative analysis 
of the volume required and one of qualitative analysis of the 
direction or channel of use, Only through such qualitative 
analysis with its resulting perfect clearance of credit can elas- 
ticity be achieved. 
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The problem in this respect is essentially a banking and not 
a governmental problem. The banking system alone is close 
enough to business nceds to judge them adequately. Further- 
more, it can provide an evenly balanced check on business 
judgment. It is detached from political considerations. Upon 
the banking system, therefore, should devolve the task of 
supplying the currency needs of the community. This is the 
standard pre-War approach to the problem, emphasized in the 
discussions of central banks of issue. 

To be contrasted with this view is one born of the depres- 
sion, one which envisages the problem in simpler terms, Given 
a certain nation, its resources, productive capacity, and so forth, 
determine the amount of “money” that it requires to conduct 
its economic activities. Neither seasonal nor cyclic variation 
is important and need be considered; at most, secular or long- 
run change, reflecting population growth and similar factors, 
must be allowed for, and a specified increment to the total 
quantity of money provided. Apparently the thought exists 
that cyclic change would be mitigated, if not prevented, and 
that what remains of it and the seasonal type of change will be 
taken care of in the ordinary course of economic life. 

The proposal undoubtedly reflects in part the increase in 
hoarding, in contrast to business demands, that depression 
brought to the fore, It also reflects opposition to what has 
been termed the “vicious spiral of deflation,” wherein contrac- 
tion has seemed to produce further contraction. Under the 
proposal, the “money” will at least be available; whether people 
will make active use of it and causc it to show adequate velocity 
of circulation, is another matter, 

In part, the newer proposals center around hand-to-hand 
money. But the recent 100 per cent plan of banking embraces 
deposits as well. Under the latter, banks would be permitted 
to receive demand deposits only if the bank held money or 
government securities or a deposit on the books of what is 
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termed a governmentally controlled “central bank” in an 
amount equal to such deposits, Loans—of actual money— 
would be provided in other ways. Hither entirely separate 
departments of the banks, or distinct institutions, such as sav- 
ings banks, financing institutions or intermediaries, would 
supply loans and make investments. It is important to note 
that the technique of banking as we know it today would 
be radically altered under this scheme, and that making loans 
would be divorced from receipt of demand deposits. The bank 
would be a passive recipient of such deposits, not, as today, an 
active “creator” of them. This aspect of the operation of the 
plan is hailed by proponents of the theory; they maintain not 
only that demand deposits would be safe, but also that the 
banks would no longer be able to exercise influence, much less , 
control, over the volume of demand deposits, 

Under most versions of the zoo per cent plan, the present 
techniques of credit control by central banks would be aban- 
doned, Instead, the problem would be concerned merely with 
the total quantity of “money,” and the necessary secular growth 
therein, although other more complex criteria have been pro- 
posed, such as price stability, to be achieved by regulating the 
quantity of money, “Moreover, any discretion that was granted 
would be vested in the government, It alone would consider 
adequately the broad public welfare, whercas “private” banks 
are motivated by consideration of the profits that they can 
derivg, : 

The government, too, would lay down the “rules of the 
game.” Some regard this as highly important; they feel that 
“definite, slable, legislative rules of the game as to money (in 
contrast to administrative discretion) are of paramount impor- 
tance to the survival of a system based on free enterprise.” * 
To such economists, discretionary control by central banks, 
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involving as it does currency management, is a cardinal heresy. 
A necessary supplement, in the cyes of some, is that private 
(especially short-term) contracts calling for the payment of 
money be severely restricted, in order to avoid the stresses that 
their pressure for liquidation entails, Ideally, all property 
should be held in a residual equity or common-stock form. 
Hence, the use of credit would be severely limited. Recogniz- 
ing that this ideal is impossible of carly achievement, a pro- 
gressive tendency on the part of discretionary money manage- 
ment towards the goal is favored. 

The reader should not infer that the case for government 
control is entirely new. The World War brought universal 
subordination of central banks, being preoccupied with financ- 
ing them rather than with financing business at large. Only 
in certain cases, as in Germany under the Dawes Plan, was the 
link, then regarded as pernicious, broken. Elsewhere, the gov- 
ernment remained dominant. Since 1929 this control has been 
reénforced by measures taken in consequence of depression. 
The government has continued in control, though for a differ- 
ent reason, Federal Reserve policy throughout the period has 
favored low rates and heavy open market purchases in order 
to aid recovery. The British Equilization Fund, sinec 1931, 
and the American Stabilization Fund, since carly 1934, and 
the funds more recently created in France and elsewhere, pro- 
vide the respective governments with huge sums with which 
to operate at home and abroad as the governments sce fit. 
Though the detailed transactions of these funds remain unre- 
ported, it is known that they tend to overshadow the opera- 
tions of the Bank of England and the Federal Reserve banks. 
And the Banking Act of 1935 formally links the Federal Re- 
serve System more closely to the government, enabling the 
administration to reach into and dominate the operations of 
the Federal Reserve banks, 

To understand the recent popular advocacy of use of the 
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monetary systcm as an engine of social control, the appeal of 
the policy to those who reject more direct production control 
as out of harmony with the American tradition must not be 
ignored, Liberal writers, favoring so-called planned capital- 
ism, have turned to consider how planning can be achieved 
within our present socio-political framework. Credit control 
appears lo many as one of the few convenient devices that 
permit us to mitigate the evils of indusirial instability without 
unduly compromising the democratic principle. The accept- 
ance of banking control as “the next best thing” is found in 
» the writing and speeches of such various exponents of plan- 
ning as Father Coughlin, J. M. Keynes, Walter Lippmann, and 
the Committee for the Nation to Restore Prices and Purchasing 
Power, 

These groups would scem to believe that the necessary social 
objectives, which differ for cach one, can be achicved by mone- 
tary action without an extreme sacrifice of individual freedom. 
Control of the volume of credit or “money” by governmental 
authority, they hold, does not require the singling out of any 
particular individual or group, but affects all lines of economic 
activity impartially. Very frequently, however, as in 192x or 
1929, the credit problem is seen very clearly in its fundamental, 
qualitative aspect. Maintenance of a sound national credit 
structure would then scem to require a more selective policy. 
The social and political implications of national credit control 
then emerge, Lffective credit control is scen to involve as much 
selective discrimination as production control. Policy making 
in the former may even be concentrated in a smaller number 
of hands than in the case of production control. 


mL 


The second question faced in control is, what shall be the 
objectives of control? Here the immediate must be distin- 
guished from the fundamental. “Today attention is concen- 
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trated upon stimulation of business activity, which provides 
but a temporary and passing phase of the problem, 

Nevertheless, brief notice may be taken of this phase before 
turning to more basic matters. ‘The idea of providing adequate 
purchasing power to aid business recovery is not new, Witness 
the repeated clamor for “more money” by the depressed, as 
well as the oversaving theories of business cycles that have been 
developed. But the present time is remarkable for the wide- 
spread effort to spend our way back to prosperity, with the 
government doing the initial spending. Liberal spending is 
to raise prices and encourage business to expand, as well as to 
increase incomes and thus irtcrease demand. Cumulative inter- 
action of these factors is to bring prosperity. 

In part, the idea of spending has been based upon the idea 
that we are on the brink of a so-called “economy of abund- 
ance,” If we could only utilize the productive capacity that our 
machine technique has provided, ample goods would be avail- 
able for all. The lack of codrdination between consumers’ 
(potential) desires and productive facilities is due to the short. 
comings of the monetary system, Once adequate money in- 
comes are provided, the system will be able to roll along 
smoothly of its own momentum, 

The social credit doctrines of Douglas, now widely discussed 
and put in practice in modified form in Alberta, represent an 
attempt to provide a remedy for lack of codrdination. “The 
analysis 1s vague, but the plan seeks by a sort of processing tax 
to obtain funds to disburse as a dividend to the individuals in 
the community. This dividend represents a sort of “unearned 
increment” in the value of goods, though how and why un- 
earned and otherwise undisbursed for currently produced goods 
is not explained. By spending this dividend, it is claimed, con- 
sumption will be increased to sustain production at a peak, 

The analysis may also be made in simpler and less ambitious 
terms, None of the “spehding” theories of the eycle are new; 
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they merely apply in more thoroughgoing fashion the well- 
known dictum that a central bank should lend freely in time 
of crisis, Lo case the hardship, and in time of depression should 
keep rates low and credit easy in order to stimulate activity as 
far as possible. A recent approach suggests that the rigidity 
that exists in certain classes of prices throws an undue burden 
of adjustment upon other prices which are flexible, and results 
in unemployment or “racing” of the economic engine in other 
fields. As a remedy, it suggests ample expansion of credit 
when both production at the rigid end and prices at the flexible 
end fall, and vice versa. In short, it proposes qualitative dis- 
crimination in credit extension, favoring those ficlds, such as 
agriculture, in which output is more and hence price less rigid, 
so as to keep flexible production and prices in line with inflex- 
ible; hence to remove all pressure or need for a general revision 
of rigid prices cither upward or downward, 

Viewed more broadly, however, the objectives generally 
recognized relate primarily to prevention of overexpansion; 
hence avoidance of the necessity for later readjustment. In 
short, they seck prevention rather than cure, 

fhe major ones among such objectives are the stabilization 
of business conditions through maintenance of sound credit 
conditions, and the stabilization of the price level} The former, 
elaborated by the Federal Reserve Board in its Annual Report 
for 1923, requires complete analysis of both the business and 
banking situation. It also requires that corrective action be 
taken promptly when unwholesome conditions appear. The 
latter is more specific. Some favor effort to achieve stable 
prices because they believe that the movement of prices is the 
heart of the business cycle, while others favor a stable price 
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policy in order to mitigate the evils of long-term trends of rising 
and falling prices, 

But, we may ask, what, specifically, should be stabilized, and 
is such stabilization desirable? Some favor not stabilization 
of prices as a whole (which would tend to inflate profits, and 
threaten overcapitalization), but of the price level of the factors 
of production—that is, the commodity price level, corrected Lor 
technological change. This would take cognizance of non- 
monetary factors. Others favor a gently rising price level for 
its influence in promoting economic activity. In either case 
the fact that changes in the structure of prices are important 
in regulating economic activity is ignored, Nevertheless, to 
study their interrelations, and the validity of the different price 
changes that occur, is to undertake a broad study of economic 
equilibrium in its entirety. Such a problem far transcends 
mere price stability, yet without such a study productive actiy- 
ity may easily be rendered unstable. In short, as usually cx- 
pressed the goal of price stabilization ignores essential qualita- 
tive features, 

Stabilization may, however, be urged, not for the sake of 
business at large, but for the sake of justice between groups in 
the community, such as debtor and creditor, This serves to 
introduce further complications, Many people today stand in 
both positions, although in different phases of their activities. 
Moreover, in a progressive society, stability of the value of a 
debt to the lender is not the same as stability of the effort re- 
quired on the part of the debtor to discharge it, To whom do 
the gains of technical progress belong? Otherwise viewed, 
a stable (money) income standard may be distinguished from 
a stable consumption price level, While under the former 
recipients of fixed income share in increased output, under the 
latter this is not the case, although they are then relieved of the 
burden of decreased productivity, and the efficient business man 
is given an incentive. 
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Tn contrast to the two major objectives of credit control are 
a group of minor objectives that seek merely to minimize those 
fluctuations of interest rates that are due to strictly temporary 
causes, and thereby to stabilize the money market itself. The 
situations include seasonal variations; fluctuations in the sup- 
ply of and demand for funds duc to Treasury operations, win- 
dow dressing by banks and business concerns, and fortnightly 
or other term settlements (instead of daily) on stock exchanges 
abroad, special gold movements duc to temporary political fac- 
tors or incidental to currency stabilization programs, and cash 
demands in time of crisis. The plan seeks to put just enough 
credit into the market, or take just enough out, to offset the 
effect of the temporary disturbing influence. In such opera- 
tions, it should be noted, Federal Reserve credit control has 
been at once most simple and most successful. 

In contrast to the objective of control that directly concerns 
itself with prices, in another line of attack, This centers atten- 
tion upon the relation between the process of “investment” by 
the business man and the process of “saving” by individuals. 

Keynes observes! that if the banking system controls the 
terms of credit in such a way that savings equal the value of 
new inyestment, then the average price level of output as a 
whole is stable and corresponds to the average rate of remunera- 
tion of the factors of production, If, however, the terms of 
credit are casier than the equilibrium level, prices rise, profits 
are made, wealth increases faster than savings because the 
income of the public is worth less, The difference is transferred 
into the pockets of business men, who own the increased capi- 
tal. They bid against one another for the services of the factors 
of production, hence increase the rate of remuneration of the 
latter, until something happens to bring the terms of credit and 
the equilibrium level closer together. On the other hand, if 
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the terms of credit are more severe than the equilibriurh level, 
prices fall, losses occur, wealth increases more slowly than sav- 
ings by the extent of the losses, unemployment ensues, and 
there is pressure for reduction of earnings of the factors of 
production, until something happens to bring the actual terms 
of credit and the equilibrium level closcr together. Booms and 
slumps are simply the expression, in this view, of the results 
of the oscillation of the terms of credit about their equilibrium 
position. 

It will be observed that this view concerns itself largely with 
the problem of the business cycle as such. So does the Austrian 
doctrine of “neutral money.” If the “effective supply” of 
money—in relation to the need for it—is kept constant, non- 
monetary factors alone will dominate economic life. Prices 
will reflect fully the play of economic forces, and regulate 
activity accordingly. Incidentally, the market rate of interest 
will coincide with the natural rate. Equilibrium between the 
production of consumers’ goods and the production of pro- 
ducers’ goods will be achieved. 

Another view maintains that the problem of economic plan- 
ning centers around the control of investment,” The interest 
rate, it claims, not only fails to regulate investment, but docs 
not even control the current supply of savings. The rate may 
either reduce employment by mechanizing existing jobs, or 
may open up additional employment by founding new jobs. 
Hence conscious regulation is needed, and regulation which 
considers the effects of the assignment of part of the present 
capital fund on the future situation of bath labor and capital. 
To the usual business aspect of profitableness ta the debtor 
must be added the broader phase of effect upon the public. A 
central authority must apply such tests to all projects submitted 
to it by would-be debtors, 





®E Heimann, “Planning and the Market System,” Chapter XXE of this volume, 
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Curiously, the Austrian view advocates a “hands-off” policy 
just as ardently as Keynes and Heimann sponsor a policy of 
control. Both of the latter, too, favor an extensive program 
of government spending. A leading Austrian, von Hayek, 
however, observed in 1932: ° 


It is a curious fact chat the general disinclination to explain 
the past boom by monetary factors has been quickly re- 
placed by an even greater icadiness to hold the present 
working of our monetary oiganization exclusively 1cspon- 
sible for our present plight. And the same stabilizers who 
believed that nothing was wiong with the boom and that 
it might last indefinitely because prices did not rise, now 
believe that everything could be set right again if only we 
would use the weapons of monetary policy to prevent prices 
from falling... . Central banks, particularly in the United 
States, have been making earlier and more far-reaching 
efforts than have ever been undertaken before to combat 
the depression by a policy of credit expansion—with the 
result that the depression has lasted longer and has become 
more severe that any preceding one... We must not for- 
get that, for the last six or eight years, monetary policy all 
over the world has follawed the advice of the stabilizers. 
«os Ttis high ume that their influence, which has already 
done harm enough, should be overthrown, 


Direct attack on the problem of controlling investment has 
scldom been made in practice. Legal restrictions placed upon 
the classes of securities that institutional investors and investing 
institutions, such. as savings banks and life insurance companies, 
may acquire, regulate neither the direction nor the time of new 
financing, The judgment of such investors may, of course, be 
superior to that of the general run of individuals, and thus the 
collective effect of their decisions may be socially beneficial. 





+ "TA. von [hiyek, Monetary Theory and the Trade Cycle (pp, 18-19, 19-30) 22). 
Haicourt, Biace & Company, New York, 1932, It will be observed that the technienl 
monetary objective of Simons (sce footnote 2), is essentially similai to that of a 
“neutral money. 
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But this hardly represents control of the sort with which we 
are here concerned. The Securities Act of 1933, as amended in 
3934, seeks chiefly to provide full and accurate data in connec. 
tion with security issues, so that the investor who runs may 
read, ‘The Securities and Exchange Act of 1934 ensures a 
fairer deal both for the investor and for the speculator who 
patronize the stock exchange. Both acts thus possibly tend to 
dampen somewhat the ardor of the uninformed, while the 
power of the Board of Governors of the Federal Reseive Sys- 
tem over margins on security loans may be used to discourage 
activity in the security markets and thus tend to check the 
volume of new issues. Federal legislation of the spring of 
1936 to vary corporate income tax rates inversely with the pro- 
portion of earnings retained in the business as surplus, instead 
of paid out as dividends, serves at most to substitute the judg- 
ment of the investment market as to the wisdom of proposed 
corporate capital expenditures for that of the management of 
the corporation. 

All the above objectives relate basically to domestic condi- 
tions, although international complications may be introduced 
in some cases. In practice, international conditions have often 
figured prominently, especially in the pre-War London money 
market. The state of the foreign exchanges, gold movements, 
capital movements, and so forth, have at times been compelling 
factors. Turning to more recent times, in a world torn with 
currency depreciation, as has been the case since 1931, discus- 
sion of international stabilization has bulked large. Repeated 
efforts have been made to provide such international stabiliza- 
tion; awitness the London Conference of 1933, wrecked by the 
American attitude, and the proposals subsequently emanating 
from members of the gold bloc. England, in particular, has 
rejected these overtures, desiring instead freedom of action. 
Popular discussion holds that she favors a “managed currency”; 
yet actually the management proposed has related, for the most 


W. HW, STEINIR 457 


part, to the ability to participate to any desired degree in any 
competitive race for currency depreciation that may develop, 
and as such has represented a temporary phase, The tripartite 
gentlemen’s agreement of 1936, between England, France, and 
the United States, and subsequently extended to several other 
nations, provides stabilization of a sort in respect to the ex- 
change rates, “Within broad limits, it buttresscs present relative 
levels for the three currencies by permitting gold movements 
solely between their cenual funds, by which acquisitions of 
one another’s currencies may be converted into gold. But the 
agreement is terminable at will, and apparently no definite 
figures have been set for the several units, in particular for the 
pound and, to a lesser degree and within only a wide range, 
for the franc. Administiative discretion is left a wide sweep. 


Iv 


The final question faced in control is, what tools or instru- 
ments of control exist, and what is their respective efficacy? 
Some analyses emphasize the volume of funds supplicd, while 
others emphasize as the controlling clement the price at which 
they are supplied. 

Chief among central bank devices is the discount rate, which 
has been carricd over to the United States from European 
experience. This instrument and open market operations both 
seck to influence the volume by determining the cost of reserve 
credit. A low discount rate encourages expansion, a high rate 
encourages contraction, This it does, not primarily because 
member banks and their customers calculate the changed cost,’ 
but because it represents “public recognition by a group of 
responsible and well-informed people of a change in the credit 
situation.” *® Moreover, it affects demands of marginal bor- 


THspeeully since member banks in the aggicgate can show multiple expansion on 
the basis of the additional reserves acquired. 

SW. R. Burgess, The Reserve Banks and the Money Market (rev. ed pr 22%), 
Tlarper and Brothers, New York, 1936. 
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rowers at member banks and marginal demands of members 
at their Reserve banks, 1ather than all alike. This process of 
selection is by no means perfect, since it is apt to climinate 
the more conservative, who would scem to constitute the pre- 
ferred risks. Hence, rationing of credit would seem to be 
required as a supplement, ; 

Discount rate contro) 1s thus by no means automatic in its 
operation. Particularly in lime of depression, a considerable 
interval may elapse between the date when the policy is insti- 
tuted and the date when it yields results. The psychology of 
banks at such times is such as to lead them to hold excess 
reserves, while the psychology of the public leads it to favor 
cash and short-term investments over commodities, Until this 
fear is overcome, expansion of credit in use and business revival 
cannot proceed, 

In part, the less effective control exerted by the discount rate 
in the United States than in England or France arises from, 
differences in the structure and operation of the money market. 
The Bank of France has a direct relation with all parts of 
the French economic system, and since 1928 has not even pos- 
sessed the power to operate in the open market, In the United 
States, the money market is loosely knit, being composed of 
thousands of independent financial institutions, many of which 
have no direct relations with the Federal Reserve banks, and 
control is difficult, 

Many controversial questions of a technical sort have arisen 
in the United States with respect to discount rate policy, ‘The 
general conclusions reached with respect to them may be 
broadly summarized as follows: Discrimination by the Reserve 
banks in rates between different classcs of paper that are ordi- 
narily rediscbunted or on which advances are obtained by 
members is in general not favored. However, rates between 
different districts on the same class of paper need not be uni- 
form. Dufferences in rate, nevertheless, have been slight, and 
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the increased powers of the new Board of Governors of the 
Federal Reserve System under the Banking Act of 1935 may 
well make for even greater uniformity in the future. Finally, 
discount rates should in general exceed open market rates as 
typified by the rate on bankers acceptances or on Treasury 
certificates, 

Open market operations are largely a post-War devicc, and 
an American one. They have been used partly to prepare for, 
or make effective, a discount rate change, partly as a substitute 
for the latter, An increase in rates may be aided by refraining 
from further open market purchases and even selling part of 
existing holdings, Low-rate funds appearing in the open mar- 
ket are thereby removed, and member bank reserve balances are 
contracted in an equal amount. Further expansion or replen- 
ishment of depleted reserves is then possible only by rediscount- 
ing with the Reserve bank. Conversely, as in the United States 
in recent years, a low-rate policy may be aided by extensive 
open market purchases, which release funds to the market and 
build up excess reserves of member banks in cqual amount. 
Since member banks then do little rediscounting, open market 
operations at such times constitute the only means to induce 
still casier moncy and to promote expansion. 

Yel, open market operations are hy no means automatic in 
their working. Liberal purchases may mean merely that mem- 
bers pay off any rediscounts that they have, Nevertheless, such 
purchases exercise an immediate influence, whereas rate policy 
does not. Hence, some support the view that in the United 
States changes in rediscount rates, generally speaking, have 
represented a belated adjustment to a situation created by open 
market operations.” Open market operations, however, enable 
primarily quantitative control, while rediscounting alone gives 
an opportunity for qualitative distinctions, 





OD. EL Beckhart, The New York Moucy Market (Vol. IV, p. 4)» Columbia Uni- 
versity Press, New York, 1933. 
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Attention must also be given to the fact that today the open 
market operations of central banks are supplemented, if not 
overshadowed, by analogous operations undertaken under ad- 
ministrative discretion by the British Equalization Account, 
the American Stabilization Fund, and similar funds in other 
countries. The American Treasury has rathcr consistently fol- 
lowed an easy money policy by building up excess reserves of 
member banks. 

Another device applicable to restrictive situations is known 
as direct action, involving refusal to rediscount and abstention 
from open market operations. It may be employed generally, 
or in an effort to ration credit and make it available only in 
desirable channels, The Banking Act of 1933 empowered the 
Reserve banks to keep informed as to the volume and nature 
of member bank loans to their customers, while that Act and 
the Securities Exchange Act of 1934 gave the Federal Reserve 
Board of Governors control over loans against security col- 
lateral, partly under penalty of restriction of accommodation 
by the Reserve bank to an offending member. Moral suasion 
represents a milder application of this thought, to educate mem- 
bers to desirable practices. Indirect credit rationing, through 
variation of the standards of acceptability (as contrasted with 
legal eligibility) imposed on paper offered for rediscount, has 
had but limited vogue and is vitiated by the widespread use 
by member banks in the United States of government securities 
in borrowing from their Reserve banks. 

Prior to 1935 the Federal Reserve Act gave the Board certain 
control over legal reserve requirements in the Federal Reserve 
System. The Banking Act of 1935 made the power more spe- 
cific, in that the Board of Governors, by affirmative vote of 
four members, is permitted to change member bank reserve 
requirements, but may not decrease the statutory figure, nor 
increase it to more than twice such an amount, ‘T'his power it 
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used in the summer of 1936 Lo increase reserve requirements 
by 50 per cent, 

A few observations may be made by way of conclusion, The 
experience of the United States with credit control has been 
largely of a negative character, We have lcarned the difficulties 
encountercd—what cannot be done, rather than what can. 
Particularly, before 1929, we Icained the difficulty encountered 
in controlling one phase of the picture—security speculation, 
while not discouraging another—general business, Again, 
since 1929, we have learned that it is simple to set the stage, 
credit wise, for expansion, but difficult to induce that expan- 
sion to take place. Hence, at the opening of the year 1937 
we faced the paradox of the existence of huge potential expan- 
sion, which had hardly begun, coupled with the need of taking 
precautionary measures to prevent it from running away when 
it should arrive. The plan at present in operation is not as 
simple as in the 100 per cent plan, wherein government or 
central bank prevents expansion by limiting strictly the amount 
of currency available; but that plan is as conspicuous for what 
it ignores as for what it considers, 

In the United States today the problem of credit control is 
also interwoven with the government debt problem. Much 
governmental control seeks chiefly low rates at which the gov- 
ernment can continue to borrow, and the zoo per cent plan has 
at times been advocated on similar grounds, The increase in 
currency in circulation (including bank deposits) reflects not 
business needs, but government debt incurred to finance recov- 
ery and in furtherance of an easy moncy policy. Meanwhile, 
the government undertakes to supply huge amounts of funds 
directly to the community, both supplementing and competing 
with former private channels. Little attention has been given, 
in much current discussion, to this phase of control; the supply 
of funds has been ignored, and attention confined to the supply 
of currency, Credit control runs in these terms, The next 
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step involves both consideration of this neglected phase and an 
appraisal and evaluation of our technique of control of cur- 
rency, in order to determine the practicable limits of such con- 
trol, Meanwhile, a clarification of the objectives of control is 
in order, to which the technique may be applied. 
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(ii) 
Rules Versus Authorities in Monetary Policy! 
Fleary C. Simons 


Proposals for monectay reform designed to mitigate 
cyclical Nuctuations of business activity are legion. A great 
many American writers on monetary questions, however, 
are interested in the creation and maintenance of the fixed 
purchasing power of money as a necessmy requisite for 
stability, A summary of this paper may be found at the 
end of this chapter—, M, 


WIE MONETARY problem stands out today as the great intel- 
lectual challenge to the liberal faith. For generations we 
have been developing financial practices, financial institu- 
tions, and financial structures which are incompatible with 
the orderly functioning of a system based on economic free- 
dom and political liberty. Even more disturbing, perhaps, than 
the institutional trend is the trend of thinking and discussion 
among special students of money—the fact that economists 
have become accustomed to deal with monetary problems in a 
manner which by implication belics their professed liberalism. 
The liberal creed demands the organization of our economic 
life largely through individual participation in a game with 
definite rules. It calls upon the state to provide a stable frame- 
work of rules within which enterprise and competition may 
effectively control and direct the production and distribution 
of goods, The essential conception is that of a genuine division 
of labor between competitive (market) and political controls— 
a division of labor within which competition has a major, or at 
least proximately primary, place. 





1 Reprinted fom Jornal of Political Economy, Vol, XLIV, No, 1, by special per- 
tission of the editors, Professo: Simons, and Professo: Gordon S. Lang, 
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A liberal system adapted to modern conditions would be, of 
course, exceedingly complex, by comparison with an authori- 
tarian collectivism. It would involve a large measure of polit- 
ical control: outright collectivism in some areas; deliberate 
enforcement of competition in others; prevention of extreme 
inequality, largely via taxation, in the distribution of property, 
income, and power. Moreover, such a system is attainable, 
through economic reconstruction, only by years of careful plan- 
ning and wise legislation; and, once realized, however per- 
fectly, it would require continuous modification, with at least 
minor-changes in the rules, to meet new developments and 
new conditions. 

There is thus little point in contrasting a liberal system and 
a planned economy—except for the coincidence that the latter 
phrase has been appropriated by reformers who have little 
sympathy with, and less understanding of, the liberal position. 

There is imminent danger, however, that actual govern- 
mental policies will undermine irreparably the kind of eco- 
nomic and political life which most of us prefer to the possible 
alternatives. ‘This danger manifests itself mainly in three ways: 
(1) in the displacement of price competition by political (gov- 
ernmental or monopoly) control in many areas where such 
competition, if established, preserved, and properly canalized, 
is peculiarly competent for promoting the general welfare; 
(2) in the neglect of the unquestioned positive responsibilities 
of governments under the free-enterprise system; and (3) in 
measures and policies which involve delegation of legislative 
powers and the setting-up of authorities instead of rules? 

It is this danger of substituting authorities for rules which 
especially deserves attention among students of money. There 
are, of course, many special responsibilities which may wisely 





? These views have been presented more fully by the waiter in a tract entitled 
4 Positive Progiam for Latssez Faive; Some Proposals for a Liberal Economic Policy, 
Public Policy Pamphlet No. 15; University of Chicago Press, Chicago, 1934. 
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be delegated to administrative authorities with substantial dis- 
cretionary powers health authorities, for example, cannot well 
be limited narrowly in their activities by legislative prescrip- 
tions, The expedient must be invoked sparingly, however, if 
democratic institutions are to be preserved; and it is utterly 
inappropriate in the money field, An enterprise system cannot 
function effectively in the face of extreme uncertainty as to the 
action of monetary authorities or, for that matter, as to mone- 
tary legislation, We must avoid a situation where every busi- 
ness venture becomes largely a speculation on the future of 
monetary policy. In the past, governments have grossly neg- 
lected their positive responsibility of controlling the currency; 
private initiative has been allowed too much freedom in deter- 
mining the character of our financial structure and in directing 
changes in the quantity of money and money-substitutes. On 
this point there is now little disagreement. In our search for 
solutions of this problem, however, we seem largely to have 
lost sight of the essential point, namely, that definite, stable, 
legislative rules of the game as to moncy are of paramount 
importance to the survival of a system based on freedom of 
enterprise. 

Indeed, it may he said that economists, as students of money 
and banking, have accepted and propagated the first serious 
heresy among liberals. Managed currency (along with pro- 
tectionism) is the prototype of all current “planning” schemes 
—in the sense of all the illiberal connotations of planning. To 
be sure, many economists still protest vigorously against pro- 
posals for currency management; but they and their teachers 
before them joined zealously in the movement for central 
banking—and it is precisely here that the heresy is clearly 
manifested. 

This unwitting defection among custodians of the liberal 
faith is explicable, and may be apologized for, in terms of an 
unfortunate habit of distinguishing too sharply betweeh cur- 
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rency and banking problems, and in terms of a disposition to 
look upon banking arrangements as merely a detail or sub- 
sidiary system within the supposedly automatic mechanism of 
the gold standard. Only of late is it clearly realized that the 
money problem has been swallowed up in the credit problem, 
or that gold has long been reduced largely to the status of a 
decorative symbol within a welter of national policies as to 
central banking, government finance, and foreign trade, 

Economist-liberals are now on the defensive. On most fronts, 
however, their position is, or can be made, very strong intellec- 
tually. Conspicuous weakness is to be found only with respect 
to the problems of money and banking. There is little agree- 
ment, and not much relevant discussion, as to how the mone- 
tary rules of the game might effectively be altered to prevent or 
greatly to mitigate the affliction of extreme industrial fluctua- 
tions, We cannot effectively answer radical critics of the pres- 
ent system, or expose the stupid schemes of plausible reformers, 
by saying that the problems which they find in other arcas are 
really just problems of money (although this observation is 
usually correct and pointed), when we have no good solutions 

~ta_propose, with some unanimity, in the money field, 

exe problem is that of defining an adequate monetary system 
based on simple iules and of finding the way toward such a 
system. We cannot seek merely to return to some arrange- 
ment of the past, The monetary problem was never solved in 
the past. There is no adequate system of rules to be found in 
earlier arrangements—except in the sense that the specific form 
of the rules was formerly, in a more flexible economy, a matter 
of less importance. Moreover, we have become so habituated 
to the fact and to the idea of “management,” especially with 
respect to banking, that we shall find it hard either to reject the 
palliatives which management offers or even to face squarely 
our intellectual task, 

It is significant that the most stimulating contribution to 


HENRY G SIMONS 467 


recent discussion, namely, the conception of a neutral money, 
comes from a group of economists who have held most firmly 
to the essential tenets of old-fashioned liberalism. In this con- 
ception we have, perhaps, a clue as to how the practical problem 
may ultimately be solved—although it must be conceded that 
the conception rather defies precise definition or easy transla- 
tion into concrete proposals, 

An effort at such translation was made recently by a group, 
including the present writer, in connection with some tentative 
proposals for banking reform.’ ‘These proposals contemplated 
(a) putting demand-deposit banking on a roo per cent. reserve 
basis and, more tentatively, (4) eventual fixing of the total 
quantity of circulating media (currency plus demand de- 
posits)’ 

The fixing of the quantity of circulating media is attractive 
as a principle of monetary policy for several reasons: (x) it 
avoids reliance on discretionary (dictatorial, arbitrary) action 
by an independent monetary authority and defines a statutory 
rule which might be enacted by the competent legislature with- 
out substantial delegation of its powers; (2) it provides auto- 
matically for downward adjustment of commodity prices as 
output expands through improvement in technical efficiency; 
(3) it represents a rule which, from the viewpoint of a con- 
tractual, enterprise economy, is ideally definite and simple; 
(4) it is clear enough and reasonable enough to provide the 
basis for a new “religion of money,” around which might be 
regimented strong sentiments against tinkering with the cur- 
rency. It requires little or no judgment in its administration; 
it defines a policy in terms of means, not merely in terms of 





8Sea mimeographed memorandum on “Banking and Currency Reform” (with 
Supplement and Appendix), prepared and circulated by several Chicago economists 
in November, 1933. See also the pamphlet mentioned above, footnote 2. 

4 The two features of the scheme are clearly separable, each calling for appraisal 
on its merits, ‘The banking proposals might be adopted along with many different 
monetary arrangements, including (he international gold standard, 
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ends; it 1s compatible with the rule of balancing governmental 
reyenues and expenditures; and it gives to “inflation” a simple 
meaning which would be conducive to long-term stability in, 
and observance of, this section of the rules of the economic 
game. 

With all its merits, however, this rule cannot now be recom- 
mended as a basis for monetary teform, The obvious weakness 
of fixed quantity, as a sole rule of monetary policy, lics in the 
danger of sharp changes on the velocity side, for no monetary 
system can function effectively or survive politically in the face 
of extreme alternations of hoarding and dishoaicding. It 1s casy 
to argue that something would be gained in any event if per- 
verse changes were prevented merely as to quantity, but the 
argument is unconvincing. The fixing of the quantity of 
circulating media might merely serve to increase the perverse 
variability in the amounts of “near-moneys” and in the degree 
of their general acceptability, just as the restrictions on the 
issue of bank notes presumably served to hasten the develop- 
ment of deposit (checking-account) banking. 

This possibility is clearest in the case of savings accounts 
(time deposits), where one faces a real difficulty of preventing, 
and even of defining, effective circulation.’ The questions 
which may be raised in this case alone are, indeed, sufficiently 
involved to dictate one’s passing immediately, in discussion, to 
a broader and less practical approach. 

The problem of synchronous industrial (employment) fluc- 
tuations is a problem (@) of rigidities in crucial areas of the 





9 All reform proposals which depend on ar imply a categorical distinction between 
cwculating media (sty, demand deposits) and non-circulating near-moncys (time 
deposits, savings accounts, treasury bills, commercial paper of Jarge corporations) are 
exposed to serious criticism on that account, Moreover, thase who argue that the roa 
per cent reserve system need not be a seriously disturbing innovation, because of the 
opportunities for expansion of savings-deposit banking, are in effect proposing that we 
undertake radical institutional changes for utterly trivial gains Indeed, they are 
really arguing for drastic reform on the grounds that ats intended effects would never 
be realized, 
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price structure—of adjustments made through output and em- 
ployment instead of through prices and wage-rates—and (d) of 
perverse flexibility in the total turnover (quantity and velocity) 
of effective money. Assuming now a limited flexibility in 
prices and wages, let us try to sce what would be the nature 
of better o1 ideal conditions on the financial side, What ar- 
rangements as to the financial structure would be conducive 
to lesser or minimum amplitude of industrial fluctuations? * 

An approximately ideal condition is fairly obvious—and 
unattainable, The danger of pervasive, synchronous, cumula- 
tive maladjustments would be minimized 1f there were no fixed 
money contracts at all—if all property were held in a residual- 
equity or common-stock form. With such a financial structure, 
no one would be in a position either to create effective money- 
substitutes (whether for circulation or for hoarding) or to 
force enterprises into wholesale efforts at liquidation.’ Hoard- 





Hf one finds Uns question unclea, and the following discussion confusing, for 
lack of definite assumptions regaiding cuniency, one may assume, for the moment, 
any monetary systend which docs nat provule for the deliberate offsettinge of velocity 
changes by wholesale changes of quantity. ‘The intention, however, 1s to focus 
Attenuion on manetuy factais outside the central ficld of curicney and to mqute 
as to the conditions in the field of private finance which would be most (and least) 
conducive to stability under any parucalar set of rules as to une currency, 

THe might be argued that the emphasis here 1s mispliced, and that what may be 
called “voluntary liquidation” js quantitanvely moe important than liquidauon 
forced by credits, Undoubtedly, there have been enormous accumulations of cash 
and near-moneys, and wholesile reductions of debts which might easily have been 
renewed o1 refunded, hy fiims which could anticipate no threat of bankruptcy in the 
significant fituie, Whatever the facts, hawevei, the observation is hardly in point, 
as the followitg comments may indicate: 

1, We ale conceined in thie paper with monetary factois—with the financial 

" structure as a source of aggtavation in booms and depressions, Voluntary liquidation 
(ns evidenced by voluntary reducuon of debts and by the augmenting of reserves of 
cash and neni-moneys) must be regaided, on the othe hand, as induced essentially 
by relative-price maladjustments, ¢¢,, a8 attributable to monopoly and other sources 
of price tigidity. The distinction between monetary and non-monetiry factors seems 
indispensable analytically; unc, feom the viewpoint of practical policy, it is certainly 
useful to seprrate the factors which have to do with cunency, banking, fiseal practice, 
and business finance fiom those which have to do with industrial monopoly, the Inbor 
market, and public regulation of utility charges To suggest that monetary factors 
be conceived and defined very broadly, as relating to other phases of private finance 
as well as to banking, is not to question the importance of non-monetary factors, 
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ing and dishoarding (changes in velocity) would, to be sure, 
still occur; but the dangers of cumulative maladjustment would 
be minimized.* 

Not far short of the ideal is a financial system in which all 
borrowing and lending takes the form of contracts in perpe- 
tuity—contracts on which repayment of principal can never be 
demanded. Given a large volume of financing on such con- 
tracts, the mere burden of the fixed annuity charges might 
occasionally lead to extensive effort among enterprisers to be- 
come more liquid. The protection against demands for pay- 
ment of principal, however, leaves the total of fixed claims 
relatively small. Moreover, these perpetuities, being subject 
to substantial change of selling prices, would be relatively unat- 
tractive as money-substitutes in hoards, 

Only a little farther away from the best system is one in 
which all borrowing and lending contracts are entered into 
for long periods—say, for at least fifty years. Here there would 
be the added danger that such maturities as did occur during 
a depression would be availed of to augment moncy hoards,’ 





2, Given monopaly and limited flexibility of prices, the efforts of even a small 
percentage of firms to meet unrenewable and unrefundable obligations of eatly ma+ 
tunity, or to guard against prospective difficulties, may cicate or greatly aggravate the 
maladjustments which dictate liquidation (suspension of investment, hoarding) by 
firms whose debts represent no thicat whatever to continued solvency, Tt may be 
appropriate to ask how much voluntary liquidation has been “caused! by fnvolune 
tary liquidation elsewhere, whatever the difficulties of answering the question 
quantitatively. 

8 Even with such a simple financial structure, decentralization of security markets 
would be further conducive to stability, The concentration of security trading in a 
few large centers greatly facilitates hysterical mob movements of bullishness and 
bearishness; and it is dangerous, indeed, to have such sensitive and conspicuous 
barometers of speculative temper in a system where they casily create the conditions 
which they predict, ‘Ihe maintenance of ready markets (liquidity) for investment 
assets is possible only with great risks and costs; we have probably gone much too 
far in facilitating gambling in property rights and in fostering the dangerous itlusion 
of general liquidity of investments 

®To some critics it may seem a mistake to emphasize the possibilities of depres 
sion-aggravation from bond maturitics without mentioning the possible aggravation 
of booms through new issues, Here, however, an appearance of elegant symmetry 
would conceal a real distortion Obligations of distant maturity (as already implied) 
are subject to substantial changes -of selling-prices, even apart from changing pros« 
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but the percentage of total obligations falling due in any critical 
period would probably be small. 

Coming on down the scale, the economy becomes exposed 
lo catastrophic disturbances as soon as short-term borrowing 
develops on a large scale, No real stability of production and 
employment is possible when short-term lenders are continu- 
ously in a position to demand conversion of their investments, 
amounting in the aggregate to a large multiple of the total 
available circulating media, into such media, Such an econ- 
omy is workable only on the basis of a utopian flexibility of 
prices and wage-rates, Short-term obligations provide abun- 
dant money-substitutes during booms, thus releasing money 
from cash reserves; and they precipitate hopeless efforts at 
liquidation during depressions, The shorter the pesiod of 
money contracts, the more unstable the economy will be; at 
worst, all moncy contracts would be in the form of call loans. 

‘Thus we move rapidly out of sight of ideal or even tolerable 








pects of their discharge, At the ume of issue, bonds ae little nearer to money, and 
hardly more acceptable as media for use in hoatds, than are other property nights 
generally, They come close to the money category, 1 become significant as money+ 
substitutes, only as they approach matarity—i¢, only as they become short-term 
debis, (‘These distinctions obviously i¢late meiely to differences of degree along a 
continuous scale, as is inevitable with reference to any realistic and useful conception 
of money and money functions.) At all events, the possible inflauonary effect of 
bond flotation is simply not of the same order of magnitude as the possible deflation- 
ary effect of their retirement. The issue of long-term bonds ding a boom is un- 
likely, i itself, to alter much the velocity of circulating medias but the discharge of 
such obligations in a depression may induce the former holdets ta increase their cash 
reserves by something hike the amount of the funds so icceived, ¢¢., to hoaid on a 
senle which otherwise would have been difficult ot impossible, Bond issues might be 
concentrated heavily in periods of speculative optimism, and they might be absorbed 
fargely by inflationary dishonrding; but the form of issue (whether of bonds or stocks 
or partnership equitics) could hardly be regarded as an important mdepencdent factor. 

Under the existing financial organization, of course, bond flotations of lnrge 
magnitude are likely to be coincident with general credit expansion and dishomding; 
and thus, Whatever the qualitative control of banking and whatever the actual con~ 
tent of bank portfolios, the increase of deposit currency will serve to absorb such 
jssues, Moreover, a merely empirical study of industrial fluctuations (especially of 
the so-called #long cycles") may easily lead to unfortunate inferences as to causa~ 
tion or (evading a slippery conception) to gross underestimate of the importance of 
banking and of the results attalnablé by reform in that area, 
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conditions if there develop special instiwutional arrangements 
for financing a large volume of investment commitments 
(which are, or, to permit steady and efficient functioning of 
the economy, would have to be, essentially permanent and con- 
tinuing) through intermediaries (banks) which obtain funds 
for lending by issuing demand and near-demand claims to the 
original lenders (depositors). If the state gives special status 
to banking corporations, if their obligations become the estab- 
lished medium of payment, and, what is perhaps more impor- 
tant, if these obligations come to be considered as good as (or, 
for convenience, better than) currency for use as reserves, then 
the banking system acquires in effect the prerogative of cur- 
rency issue and places the government under the practical neces- 
sity of giving these private obligations virtually the status of 
public debts. Demand-deposit banking represents a gigantic 
development of call-loan financing; moreover, the practical 
difference between demand deposits and time deposits (savings 
accounts) is slight indeed. 

The fact that such a system will be exposed repeatedly to 
complete insolvency is perhaps not a matter of primary con- 
cern, for government intervention to protect at least the great 
majority of banks may be taken for granted. What matters is 
the character of the financial structure which banking creates 
—and the fact that, in the very nature of the system, banks will 
flood the economy with money-substitutes during booms and 
precipitate futile efforts at general liquidation afterward, 

Two special circumstances serve to make such a financial 
system still more sensitive to disturbances: (1) the maintenance 
by banks of relatively small cushions of owner equities; and 
(2) the practice of making short-term loans which represent 
secondary, unsecured claims. Thus, a relatively small decline 
of security values properly raises question as to the solvency of 
banks and induces widespread effort to improve the quality 
of bank assets. Moreover, bankers as holders of unsecured 
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claims naturally respond to signs of unfavorable business con- 
ditions with sharp contraction of loans. Certainly, it is an 
unhappy arrangement whereby those who can demand prompt 
repayment (can discontinue lending) are, because of the pre- 
ferred position of other creditors in bankruptcy, compelled to 
attempt immediate liquidation in the face of the slightest 
uncertainty. 

The notion has somehow become prevalent that banks ought 
to invest only or largely in short-term commercial paper; in- 
deed, one finds here the rationale of a great enterprise in bank- 
ing reform. Anyone who is not something of an economist 
can see that banks, acquiring funds subject to call, should Iend 
only upon promise of carly repayment; but the notion, while 
plausible, is entirely spurious. Indeed, the adherence to this 
cardinal rule of conservative lending serves (would serve), not 
lo mitigate the affliction of banking, but to compound it; for 
banks thus increase the volume of short-term debts, not merely 
in acquiring funds, but in lending them as well, It must be 
accounted one of the most unfortunate cffects of modern bank- 
ing that it has facilitated and encouraged the growth of short 
term financing in business generally.’° 


en 

10 Tf banks were to confine thei investments to long-term obligations, several bene- 
fits would accrue, Business would be less exposed to paralyzing withdrawals af work- 
ng capital; and the banks would Inigely lose the power, dangerous to themselves as 
well as to the community, of precipitating chaotic hquidation, Bankers, freed from 
the illusion of liquidity, would have to face more squarely the necessity of mecting 
demands for cash by transferring (selling) ther snvesunents; thus, their own judg- 
ment, if not the demands of rlepositors, would probably Jend them to maintain more 
neaily appropriate cushions of stockholder equities, There might be significant gains, 
moneover, in better atlocation of investment funds, for investment in long-term securi- 
ties would probably mean more fundamental and moie thorough analysis of the 
debtor enterprises, Certainly there are disadvantages in a system under which Jarge 
volumes of funds are allocated pranaiily with sespect to the borrower's immediate 
outlook and the opportunitics for liquidation ahead of other creclitors, 

Of course, there would also be some disadvantages for the banks. ‘Thorough 
analysis of prospective investments would be expensive, Moreover, short-term paper 
has one attractive feature, namely, that one can seldom be expected to tell what it is 
worth, ‘Thus owners, depositors, and examineis are frequently spaied for consider- 
able petiods the awareness that banks are insolventusually, indeed, until that 
distressing condition has passed. With portfolios of sccurities, on the other hand, 
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The penultimate step away from the ideal financial system 
catries us to one under which all matured (demand) and 
maturing obligations are legally convertible into some par- 
ticular commodity like gold, whose total available supply is 
only a trivial fraction of the amounts which creditors are in 
a position to demand, And finally, the worst financial struc- 
ture is realized when many nations, with similar financial prac- 
tices and institutions and similar credit pyramids (and nar- 
rowly nationalist commercial policies), adopt the same com- 
modity as the monetary standard. When onc thinks of the 
total potential creditor-cemands for gold for hoarding, in and 
after 1929, it seems almost beyond diabolical ingenuity to con- 
ceive a financial system better designed for our economic de- 
struction. The anomaly of such a system is perhaps abundantly 
evident in the strong motal restraints and inhibitions which 
dissuade many people from exercising their legal rights 
under it, 

Given the vagaries of commercial, fiscal, banking, and cur- 
rency policies in the various counties, and given the character 
of national financial structures and price rigidities, it is to the 
writer a source of continued amazement that so many people 
of insight should hold unwaveringly to the gold standard as 
the best foundation of national policies."' The worship of 





the magnitude of stockholder equities would he seriously exposed ta the bitter test 
of prices on the security exchanges, 

It seems, at all events, that desitable changes in the content of bank portfolios 
might be defined roughly in terms of transfer fom cailics to Inter kinds of assets 
in the following list: (1) short-term commercial paper; (2) long-term private abli- 
gations; (3) Federal securities; (4) legal-tender currency, 

11 This 1s not the place to argue the matter in any detail. Sce the witer's memo- 
randum to the Gommiussion of Inquiry into National Policy in International Keonomic 
Relations (IIutchins Commisston), published in thei report, International Beonantie 
Relations (University of Minnesota Press, Minneapolis, 1934) PP. 344-49. 

It may be noted that the gold-standard arrangement simply docs not define a 
monetary system based on rules in any sense consistent with our usage in this paper. 
It defines a policy merely in terms of its end or objective, and not in terms of means 
—not in terms of rules of aperation, To be sure, such rules might be established, 
To illustrate, Congress might establish a monetary authority with large powers and 
with a definite mandate (1) to buy and sell gold freely at a fixed price and (a) to 
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gold, among obviously sophisticated people, seems explicable 
only in terms of our lack of success in formulating specifica- 
tions for a satisfactory, independent national currency—and 
certainly not in terms of the need of stable exchange-rates for 
orderly international commerce. Indeed, it indicates how little 
progress liberals have made in showing, by way of answer to 
revolutionists, what kind of money-rules might be adopted to 
make capitalism a more workable system. 

On the other hand, the desire to hold to something, in the 
face of perplexity, invites understanding sympathy—for cer- 
tainly we have made little progress in defining attractive alter- 
native sysicms, Some students propose pure dictatorship, under 
powerful monetary authorities; others, the stabilization of vari- 
ous price-indexcs; not to mention the many irresponsible pro- 
posals for indefinite inflation, based on the notion that our ills 
are traceable to deficiency of consuming-purchasing-power. Of 
all these schemes, those which contemplate stabilization of 
price-indexes are least illiberal; but they, too, are unsatisfying. 
They define programs in terms of ends, with little discussion 
of appropriate means; they call for an authority with a con- 
siderable range for discretionary action, and would require 
much intelligence and judgment in their administration; and 
they would leave us exposed to continuous legislative (if not 
administrative) tinkering, since no particular price-index has 
much greater inherent reasonableness than many others, and 
since most of them would serve badly the end of profit sta- 
bility.” 
maintain a fixed, constant proportion between the amount of its gold holdings and 
the total amount of money (including demand deposits) in circulation, It 1s doubt- 
ful whether much enthusinstic or shtelligene support could be recruited for such a 
scheme—or for any other which would establish real sules for the operation of the 
golkd-standaid system. 

13The choice of a particular price-index, as the basis of a definitive rule of policy, 
presents setious cliffcultics, If monetary uncertainties are to be minimized and the 
monetary authority Hmited to a strictly administrative function, the commaihties 


whose prices are ineluded in the inelex must be (1) commodities which can (with a 
minimum of difficulty) be sharply defined in terms of physical specifications, (2) com~ 
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Ina free-enterprise system we obviously need highly definite 
and stable rules of the game, especially as to money. The 
monetary rules must be compatible with the reasonably smooth 
working of the system.’® Once established, however, they 





modities which (as so defined) arc and probably will continue to be actively waded 
in highly organized and highly competitive markets, ‘The index must be highly 
sensitive; otherwise, the administrative authority would be compelled to postpone its 
actions unduly after significant disturbances or (IJeaven foibid)) obliged to use 
discretion in anticipating changes, All prices subject to deliberate segulation, whether 
by producers or governmental agencies, obviously should be excluded—and all prices 
which are likely to fall into this class in the significant futurel 

If a reasonably inclusive, representative index could be designed in accordance with 
these specifications, it would still be very unsatisfactory. Such an intlex, governed 
predominantly by the prices of standardized, basic commodities, would give us an 
excessively “inflationary” rule, for the production of these commodities is likely to 
be affected most markedly by the progiess of technical efficiency; with such an index 
we should depart far indeed from the ideal of a ncuttal money, Moreover, an index 
of this kind would be peculiarly sensitive to changes and disturbances originating 
abroad; thus, it might often dictate monetary meastues which would be undesirable 
and meiely disturbing clomestically, It would seem best to employ an index made 
up primarily of prices of “domestic,” rather than of inteinationally traded, goods; 
but it would probably not be possible to construct an index of this kind which would 
be at all satisfactory in terms of the other considerations which we have noted. 

The writer's notion as to how these conflicting considerations should be weighed, 
for a judicious, practical decision, may be inferred roughly from the order in which 
they are mentioned above. 

18 The fiterature of money, however, seems on the whole greatly to averstress this 
consideration and to minimize the prospects of automatic adjustment through antici- 
pations, under a definite and stable monetary constitution, ‘This may be the result 
of the widespread practice of «iscussing the question of what monetary policy should 
be in terms of an implicd assumption that knowledge of that policy is to be the 
exclusive possession of an inscrutable monetary authotity, ‘The outcome, at all events, 
is a critical appraisal of possible 1ules of policy which relates mainly to difficulties of 
the transition period rather than to the operation of these rules as established bases 
of anticipations, 

This criticism is conspicuously applicable to the usual discussions of “justice” as 
between debtors and creditors, It is clear that, given a minimum of uncertainty 
as to money, differences in the monetary rules would tend to be compensated by 
differences in interest yields. ‘The same point is relevant, moreover, if less obvious 
and decisive, with respect to “forced saving" and induced maladjustments generally, 
I the monetary constitution called for a rising, instead of a stable or a declining, 
price-level, economic behavior would be madified considerably in every sphere—-in 
the labor market, among employers and labor ieaders as well; in the detcuminatlon 
of the “administered" prices, by both public and mivate agencies; and, of course, in 
the money markets, 

Generally speaking, it is very difficult to judge the merits af any precise cule af 
monetary policy on the basis of experience in an economy whee no such rule has 
obtained and where economic behavior has been profoundly influenced by the extreme 
monetary uncertainty. (The common criticism of price-level stabilization, on the 
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should work mechanically, with the chips falling where they 
may. To put our present problem as a paradox—we need to 
design and establish with the greatest intelligence a monetary 
system good enough so that, hereafter, we may hold to it unra- 
tionally—on faith—as a religion, if you please. ‘The utter inade- 
quacy of the old gold standard, cither as a definite system of 
rules or as the basis of a monetary religion, seems beyond intel- 
ligent dispute. But if that system lacks peculiarly the virtues 
which now seem important, they are also patently lacking in 
most of the systems proposed as substitutes. 

Thus, traditional liberalism, if not hopelessly or more funda. 
mentally decadent for other reasons, is at least seriously embar- 
rassed by the difficulty of answering urgent monetary questions 
ina manner consistent with its central tenets. It is the purpose 
of this paper, not Lo present any simple answer or solution, but 
merely to define the problem more closely and perhaps to pro- 
vide some basis for ultimate consensus on definite proposals, 

The problem of booms and depressions is one which must 
be attacked from both sides, (7) by policies designed to give 
us a more flexible price structure and (4) by measures which 
will minimize the aggravations attributable to the character 
of the monetary system and financial structure. The former 
attack, however, must always be regarded as primary. With 
adequate price flexibility, we could get along under almost any 
financial system; with extreme rigidities (reflecting widespread 
partial monopoly), the most drastic monetary and financial 
reform, cven an ideal financial structure, could not protect us 
from serious disturbances of production and employment, 

For the present, we obviously must rely on a large measure 
of discretionary money management—on a policy of offsetting 





basis of our experience during—and after—the twenties, is thus without much 
force.) The primary objective of reform should be that of minimizing this kind 
of uncertainty for the future, Fram the point of view of ultimate operation, it seems 
Hikely that many different rules would serve about equally well, Thus, it is appro- 
priate to foous attention on the difficulties of transition—explicitly, 
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and counteracting, by fiscal and banking measures, the effects 
of monopoly and custom upon prices and wage-rates, Such 
a policy, however, must be guided by a more fundamental 
strategy and by the need for early abandonment of temporiz- 
ing expedients;“ otherwise, political control must degencrate 
into endless concessions to organized minorities, with. gradual 
undermining of the “constitutional structure” under which 
free-enterprise economy and representative government can 
function.* 

The possibilities of genuine economic reconstruction, and the 
requirements of sound liberal strategy, may be defined in terms 
of three objectives: (1) restoration of a maximum of competi- 
tiveness in industry (including the labor markets); (2) transi- 
tion to a less preposterous structure of private moncy contracts; 
(3) ultimate establishment of a simple, mechanical rule of 





14 The alternative position would hold that sheer temporizing 18 less dangerous 
than definite commitment to any precise, inflexible monetary rile. Given  stabihza- 
tion of a price-index, arganized groups might establish the “administered” prices and 
wage-rates ata level which would prohibit tolerable functiomng of the cvonamy as 
a whole, To guard against this contingency, the monetary authoity might be set 
up as a kind of agency of monopoly control, with an imphed policy of countering 
every general increase of monopoly prices and wages with deliberate inflation of the 
whole price-level, 

Such therapy would allevinte the patient's distress by climinating possibility of his 
recovery, We cannot long preserve existing political and economic institutions by 
countering the infection of monopoly with the opiates of monetary clictators, ‘The 
uncertainties of business as to, notably, wage-rates and freight-rates may be as serious 
as those relating to money; but st would seem sheer folly deliberately to crente 
monetary uncertainties in the hope of salutary counteraction or offsetting effects. 
Especially alarming, along these lines, is the possibilty of a long-continued struggle 
between the monetary authority, raising the price-level to diminish unemployment, 
and labor organizations secking, with able assistance from the Department of Labor, 
to advance wage-rates ahead of price-kvel changes—and even, avowedly, to assist 
the monetary authority by mereasing purchasing power! At all events, under such 
a monetary scheme, the controlled parts of the price structure would probably be 
manipulated in stich manner as to require an indefinite, revolution-crenting inflation; 
indeed, this seems to define the real threat of Fascism in this country and the ikely 
route toward it. If monopoly proves fatal to capitalism, inflation will be the an- 
nounced cause of death, 

15 As evidence of the grave moral dangers of present policies, one only need men« 
tion two superlative contnbutions of our legislature and executive to the degradation 
of representative government: the silver legislation and the Guffey-Snyder Bill, 


ITENRY CG. SIMONS 479 


monetary policy. As regards this third objective, the writer 
feels that his earlier persuasion as to the merits of the rule of a 
fixed quantity of money was fundamentally correct, although 
the scheme is obviously too simple as a prescription under any- 
thing like present conditions, Its limitations, however, have to 
do mainly with the unfortunate character of our financial struc- 
ture—with the abundance of what we may call “near-moneys” 
—with the difficulty of defining money in such a manner as to 
give practical significance to the conception of quantity, 

Under what financial conditions would the simple rule of 
fixed quantity become reasonably satisfactory? In principle, 
the answer is easy: under the ideal financial structure described 
above, If this seems to be a counsel of despair, one may add 
that perfection is not necessary practically, On the other 
hand, it requires some temerity to specify how far the ideal 
conditions might safely be sacrificed, 

To propose abolition of all borrowing, or even of all borrow- 
ing al short term, is merely to dream. It would seem feasible, 
however, to undertake gradual and systematic reordering of 
financial practices, to the end of limiting quite narrowly the 
amount and the possible quantity fluctuations of the generally 
acceptable near-moneys. This would mean, above all, the abo- 
lition of banking, 4¢., of all special institutional arrangements 
for large-scale financing at short term. Demand-deposit bank- 
ing would be confined (in effect, at least) to the warehousing 
and transferring of actual currency. Savings banks would be 
transformed into strictly mutual institutions or investment 
trusts, Narrow limitation of the formal borrowing powers of 
other corporations would obviously be necessary, to prevent 
their effectively taking over the prerogatives of which banking 
corporations as such had been deprived. Further limitations 
might also be necessary with respect to financing via the open 
account (book credit) and instalment sales, although other 
prohibitions might provide adequate protection indirectly 


480 CREDIT CONTROL 


against these evils. If such reforms seem fantastic, it may be 
pointed out that, in practice, they would require merely drastic 
limitation upon the powers of corporations (which is emi- 
nently desirable on other, and equally important, grounds as 
well).** 

Banking is a pervasive phenomenon, not something to be 
dealt with merely by legislation directed at what we call banks. 
The experience with the control of note issue is likely to be 
repeated in the future; many expedients for controlling similar 
practices may prove ineffective and disappointing because of 
the reappearance of prohibited practices in new and unpro- 
hibited forms, It seems impossible to predict what forms the 
evasion might take or to see how particular prohibitions might 
be designed in order that they might be more than nominally 
effective. But we perhaps approach insight when we conceive 
the problem broadly as that of achieving a financial structure 
in which the volume of short-term borrowing would be mini- 
mized, and in which only the government would be able to 
create (and destroy) either effective circulating media or obli- 
gations generally acceptable as hoards-media, More narrowly 
(with reference to depressions), the problem is one of moving 
toward a system in which creditors would be unable quickly 
to demand, and to require enterprises generally to undertake, 
rapid and impossible liquidation, 

Whatever the best-detailed solutions as to financial practices 
and their control, it seems that some arrangements compatible 
with rigid fixing of the quantity of effective money may be 
feasible as a long-term objective of reform. Given such ar- 
rangements, the danger of alternate hoarding and dishoarding 
tendencies, to be sure, would still remain; but it would remain 
as a problem to be dealt with exclusively via efforts to obtain 
greater flexibility (competitiveness) in the economy, The prob- 





10 These other grounds, of course, have to do manly with the monopoly problem, 
For the writer's views, see the pamphlet mentioned in footnote 2, 
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fem of industrial fluctuations cannot be solved, and should not 
be attacked, exclusively by monetary devices, The best mone- 
tary system, so to speak, would tolerate occasional disturbances 
without alleviation, accepting them as a reasonable cost of main- 
taining the best structure of relative prices and as a means for 
preventing a continued accumulation of basic maladjustments 
which could only issue politically in disruption of the system 
itself?‘ 

In the present critical situation we should not balk at bold 
schemes for restoring the free-enterprise system to a securely 
workable basis, The requisite measures, radical in the money 
field and more radical elsewhere, will become possible polit- 
ically only with the revival or development of a real religion 
of freedom, of a strong middle-class movement, and of values 
(and revulsions) of a rather intense sort, These necessary con- 





17 'That the fixed-quanuty policy would go too far in this direction, however, is 0 
contention to conjue with, Speculative mavements with respect to money will 
always be somewhat cumulative and self-aggravating, even given the most drastic 
teforms in the field of private finance. ‘Thus, conceding the merits of long-run fixity 
in the quantity of money, one may argue that provision should be made for tempa- 
rary changes to offeet changes In veloaty, Bur this view, however commendable in 
principle, hits net been, and probably cannot be, translated into significant practical 
proposals, ‘The difictilues of chafung satisfactory rules based on claborate statistical 
mensares of velocity acem decisive. On the other hand, if one wants a system based 
on tule, it would be folly to enact legislation calling for secular constancy in the 
quantity of money but leaving the administrative authority [ree to make “temporary” 
changes at its awn discretion, 

These considerations emphasize one gicat advantage of a price-index rule, namely, 
Uhat ic defines, within a definite long-term rule, appropriate measures for dealing 
with velocity changes. However, it is possible that, with a more flexible price struc 
ture and a narrowly Limited amount of short-term financing, the anchor of a fixed 
quandty of circulating media might saflice to induce prompt reveisal of hoarding 
and dishonrding movements. And moderite cyclical fluctuations might wiscly be 
accepted as the price paid for the conspicuous superionty of the fixcd-quantity rule 
in terms of other considerations, Substantial sacrifice might well be made to obtain 
greater simplicity and definitencss; to avoid the inherent limitations of index numbers, 
especially as cleménts in permanent legislation; to escupe the continuing disturbance 
of positive monetary action; and to dispense with powerful administiative authori- 
ties. On the other hand, the price-index rule is eminently preferable for the imme- 
dinte futue—and certainly will remain the more expedient solution unless and until 
a highly competitive economy is realized and the structuue of private money contracts 
drastically modified, 


482 CREDIT CONTROL 


ditions, however, might soon appear, through popular disillu- 
sionment with respect to recently popular economic nostrums 
and policies, as the perhaps natural alternation in.a cycle of 
opinion and prejudice. 

If this favorable climate of opinion does appear, it will be- 
hoove liberals to make the most of the opportunity (otherwise 
probably their last) and, avoiding. plausible compromises, to 
focus their efforts on basic reforms. In particular, this may 
be interpreted to mean (a) that no concessions can be made as 
regards the restoration of highly competitive conditions and 
(b) that few concessions can be made in the effort to remodel 
our permissible financial practices to the end of making feasible 
and easily workable a definite, mechanical set of rules of the 
economic game.as to money.”* 

For the moment, of course, we must be reconciled to pure 
management in the money field. We must rely on govern- 
ment action—on political efforts to bring down the prices which 
remain far out of line; on such injections of fiscal stimulants as 
may be necessary to prevent recurrence of wholesale liquida- 
tion; and, above all, on the prompt and drastic measures for 
debt retirement which may soon become imperatively necessary 
to prevent a disastrous inflationary boom. It should be feasible, 
however, increasingly to concentrate the monetary powers of 
govetnmental agencies in fewer hands and, later on, to bring 
the appropriate agencies more closely within the control. of 
law, through the adoption of rules, expressed perhaps in terms 
of price indexes, Such measures, at all events, seem essential 
in a program for avoiding revolutionary changes in economic 
and political institutions.°. For the most sanguine view, how- 





18 The so-called roo per cent scheme’ of banking reform can ensily be dlefenided 
only as the proper first step toward reconstruction of our whole financial organization. 
Standing by itself, as an isolated measure, it. would promise little but evasion-——small 
effects at the price of serious disturbance—and would deserve classification as merely! 
another crank scheme, 

19 Indeed, the time seems fully ripe for a declaration by Congress and the admin- 
istration against further increase in the Atnerican price-level, This does nat imply 
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ever, they define only a proximate objective in monetary reform 
—a way of escape from present chaos and a ap toward a more 
satisfactory ultimate solution, 

The shortcomings of price-index stnbillzation, as the funda- 
mental basis of a monetary. system, are numerous and serious 
from either an analytical or an empirical viewpoint. It is easy 
to maintain that such a rule falls far short of the ideal in mone- 
tary arrangements—far too easy, indeed, when those who criti- 
cize are not obliged or inclined to define the better rules by 
comparison with. which the one in question is so defective, 

_ The advocates of a stable price-level (with all the irritating 
excesses of their advocacy) are proposing a solution which is 
genuinely consistent with traditional liberal principles—and, 
precisely on that account, are faring rather badly in the debate 








that early and rapid recovery is now assured or that the Federal budget should 
promptly be balanced; but it does mean that the gravest dangers are involved in 
relying upon further reduction in the commotlity-value of the: dollar for correction 
of the relative-price maladjustments which still impede recovery, A sound program 
must now undertake to’ bring about reduction of those controlled prices and wage- 
tates which remain high relative to other prices, ‘Ihe problem of. relative-price 
maladjustments’ must be worked our along the line of the present general level, if 
reasonable precautions are tobe tiken against a chaotic boom, wholesale dishoarding, 
tind uncontrollable inflation, 

‘There may now be lide agreement on the merits of price-index stabilization as 
a permanent rule of monetary (fiscal) policy; but there would probably be a surpris« 
{ng unanimity among reputable economists on the proposition that fiscal and banking 
policy henceforth should not’ permit any further rise-of prices generally. At all 
events, announcement by the administration (with supporting Congressional .resolu- 
tions) of its intention to use all its powers t prevent a further rise in the level of 
prices is the first important step which can be taken to reduce uncertainty as to 
monetiry conditions in the hear future, With such an important beginning, we 
might move on afterward to-more and more definitive rules, ‘as political.and cco- 
nomic developments permit, 

‘Yo appreciate the danger of our present. pasition, a moment's reflection. should 
guffice: simply contemplate the political fate of any leader who, in the midst of the 
credit inflation now imminent, would ey to stand in. the way or-to impose real 
checks. As a mob, we have probably learned. much less than nothing since 19293 
the long depression. has only put:us in the mood to draw and quarter anyone who 
would deny. us the release of an exciting prosperity. © And, incidentally, those political 
leaders: who talk: most: about balanced budgets and sourid currency would, by virtue 
of the magnificent simplichty of these nostrums, probably do lest to check wholesale 
dishoarding and expansion of private credit. But a reagonable rate of policy, erected 
now, might save us where nothing else would, 
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which the proposal has provoked among professional econo- 
mists and journalists. The most vigorous and pungent criticism 
comes from specialists who themselves have no intelligible 
solutions to offer and who generally have been spared the 
suspicion that a solution in terms of definite rules is of any 


importance.” 





20%n the writer's opinion, the same issue is, or 1ather ought to be, findamental 
in the current controversy as to qualitative versus quantitative control of credit, 
Qualitative control not only implies avoidance of all definite, meaningful rules; but, 
while espoused by persons peculiarly hostile to government interference with private 
business, it also implies a much bioader range of political interference anc on less 
specialized conception of appropriate governmental function. Indeed, qualitative 
control of credit essentially amounts to political contiol over the direction of private 
investment, Control over the quantity of media, on the other hand, is consistent with 
the narrowest conception of the proper role of political contial-—with the nairowest 
definition of contro! of the currency. Those who argue fo1 gicater and moie direct 
control of quantity by political agencies would argue quite as vigorously that the 
allocation of investment funds should be directed only by the ficest competition 
that this allocation should be entirely freed from the influence of Congress, the 
Treasury, any monetary authority, or any organization of bankeis in the form of 
bankers’ banks, 

The so-called roo per cent scheme was suggested, at least by its Chicago pro- 
ponents, largely, if not primarily, with the notion that reform along such lines would 
serve to minimize the danger of increasing political control over the direction of 
investment, fe,, the danger both of socialization of banking in its present form and 
of “financial planning” administered by organizations of private banks, From this 
viewpoint one may deplore the mass of legislation which Iths given special status to 
banking corporations and the development of many kinds of supervision and regula* 
tion (qualitative control) which has served to differentiate the obligations of banks 
from other private obligations and to facilitate their use as money, If a rigid sepa- 
ration could be achieved between the business of warchousing and transferring funds 
and that of mobilizing funds for lending and investment, the state might properly 
limit its regulation of the latter type of business to the provision of ordinary safe- 
guards against fraud and the maintenance of competitive conditions in the investment 
markets. 

The 100 per cent banking scheme has been characterized as socialistic; and adyo- 
cates of quantitative contiol have been charged with the intention of turning the 
banking business over to politicians. While both observations are intellectually 
beneath notice, they might be countered, for purposes of vulgar debate, with the 
remark that most defenders of qualitative control arc impliedly espousing syndicalist 
ideas and, for their own purposes, a corporative state. At all events, the task for 
serious students, here as elsewhere, is that of defining carefully the proper spheres 
for competitive and political controls and of discovering how each may best be 
implemented in its own sphere, If the 100 per cent scheme has afty merit, it is 
largely that of directing attention to this problem in connection with the reform of 
a financial system which has acquired a functional complexity that renders useful 
analysis as difficult as it is important, 
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If price-level stabilization is a poor system, it is, still from a 
liberal viewpoint, infinitely better than no system at all, And 
it seems now highly questionable whether any better system 
is feasible or possible at all within the significant future. Given 
the present financial structure, and given the present multi- 
tude of uncodrdinated monetary measures and monetary au- 
thorities, is there any other rule of policy around which some 
order and system might be achieved? How else may the pres- 
ent chaos of private financial practices, central-bank action, 
fiscal measures, and tariff changes be pulled together into some- 
thing which resembles a monetary system? How else can we 
possibly escape from a situation where monetary policy is 
merely the composite of the uncertain daily actions of an in- 
definite number of agencies, governmental and private? Some 
ordcring of this chaos is imperative, It may be achieved, either 
by setting up a superior, independent authority or by bringing 
the totality of monetary measures under the discipline of some 
rule; and only the advocates of price-index stabilization have 
offered a feasible way out along the latter lines, 

This solution, if unsatisfying, is likewise not simple adminis- 
tratively. Question is often raised as to whether stabilization 
of a price-level is possible, The problem is better formulated, 
however, when we ask by what agency it might best be under- 
taken and what methods would be appropriate in ils execution. 

The task is certainly not one to be intrusted to banking au- 
thorities, with their limited powers and restricted techniques, 
as should be abundantly evident from recent experience. Ulti- 
mate control over the value of money lies in fiscal practices—in 
the spending, taxing, and borrowing operations of the central 
government. Thus, in an adequate scheme for price-level sta- 
bilization, the Treasury would be the primary administrative 
agency; and all the fiscal powers of Congress would be placed 
behind (and their exercise religiously limited by) the monetary 
rule, The powers of the government to inject purchasing 
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power through expenditure and to withdraw it through taxa- 
tion—i.e., the powers of expanding and contracting issucs of 
actual currency and other obligations more or less serviceable 
as money—are surely adequate to price-level control. At pres- 
ent, monetary powers are dispersed indefinitely, among govern- 
mental agencies and private institutions, not to mention Con- 
gress itself, Since the powers of the legislature are ultimate 
and decisive, a program looking toward coérdination and con- 
centration of responsibility must focus on fiscal policy as its 
mode of implementation, 

The scheme clearly requires the delegation of large adminis- 
trative powers, The Treasury might be given freedom within 
wide limits to alter the form of the public debt—to shift from 
long-term to short-term borrowing or vice versa, to issue and 
retire demand obligations in a legal-tender form. It might be 
granted some control over the timing of expenditures, It 
might be given limited power to alter tax rates by decree and 
to make refunds of taxes previously collected. How wide and 
numerous these powers should be need not concern us here, 
Any legislation granting such authority, however, must also 
impose the duty and responsibility of exercising that authority 
in accordance with a sharply defined policy.” 


91 Congress would really be the administrative agency in any event. It could 
always 1cvoke the poweis of the monetary authouity or nullify that agency's efforts 
to execute the price-index rule, Observance of the rule would require appropriate 
budgetary practice and thus would depend basically upon revenue and appropriation 
measures, The administrative function of the monetary authouty might therefore be 
conceived mainly in terms of temporay devices for checking or ironing out small 
aberrations of the index. Its main responsibility, properly, would be that of giving 
advice and making recommendations to the executive and to the legislature with 
respect to the budget. 

It may be interesting, i€ graturtous, to note some features of fiscal practice unter 
a properly executed price-index policy, ‘The old perversity of fiscal changes would, 
of course, disappear. We should have to get accustomed—assuming continued in- 
crease in “physical praduction”—to the novel phenomenon of chronic budget deficits 
accompanied by declining interest charges or, at least, not accompanied by correspond- 
ing growth of the interest-bearing debt. (That this experience might induce wide- 
spread financial insamty is perhaps an aigument in favor of a quantity-rule.) The 
Treasury would systematically borrow when interest rates were high and reduce its 
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Given the suitable mandate, the grant of administrative 
powers should err, if at all, on the side of generosity. The 
more adequately implemented the rule of monetary policy, 
the casier will be ils actual execution. The greater the powers 
available for its execution, the smaller will be the probable 
demands for their exercise. IC it is clear that the atlministrative 
authority is adequately equipped to make the rule effective, 
then the rule will be, to some extent, self-enforcing, in so far 
as the actions of enterprisers and speculators come to be predi- 
cated upon its enforcement, 

Not only must the price-level rule be implemented through 
fiscal measures; it must also serve as a control upon all govern- 
mental measures which have significant monetary effects, In 
other words, it must be accepted by the community, and 
obeyed by legislatures, as the guiding principle of government 
finance—as the basic criterion of sound fiscal policy."* While 





interest-beming debt when rates weie lowest; in other words, it would consistently 
make open-market purchases of its obligations when their prices weie highest and 
sell chem when thet ptices were abnormatly low. 

Under either a price-index o1 a quanuty rule, by the way, there would presum- 
ably be no justification for a complex structure of Federal debt. Ticasury obligations 
might properly be confined to two simple forms, lawful mancy and consols or per- 
petitiues (which would facilitate deletion of the usual textbook observations about 
benefits to futuie generations and probable service-life of public improvements), 

841¢ may be interesting to note that the whole argument of this paper might 
property be developed with prinary empliasis upon pioblems of government finance. 
With the growth of deposit currency and central banking, not only has monetary 
policy been left without substantial foundation in legislative rule and without ade- 
quate implementation but fiscal policy also has lost its appropriate orientation, 
Nominally, of course, it has been ordered in terms of the requirements of the gold 
stundard—and it may be conceded that the prestige af gold has occasionally enforced 
some discipline in government finance. But the rule of mamtaining convertibility 
or tedemption has the obvious timitation of any legislative policy which is defined 
metely in terms of its end. “here was no assurance that budgetary arrangements 
(or the behavior of the banking authottics) would actually be consistent with con- 
tinued adherence to the rule—and even tite prospect that blame for its violation 
would fall upon those teally responsible, Whatever the other limitations of the gold- 
standard system (see footnote 11), its administration, at all events, was left largely 
to the banking authorities, with only vague recognition that reckless accumulation 
of Federal inclebtedness might give rise to difficultics, 

One consequence is the conspicuous absence, in both popular and academle dis- 
cussion, of anything that might suriously be called principles of sound fiscal practice, 
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the rule cannot wisely be written into our fundamental law, 
it must provide the same sort of limitation and mandate as 
would a constitutional provision. As things stand now, there 
is almost nothing which a dominant party may not do or leave 
undone financially, without rebuke, (There is still some moral 
pressure, to be sure, against outright issue of paper money; but 
this only invites evasion through the use of short maturities and 
through resort to the inelegant expedient of paying the banks 
to create money for the Treasury.) A Federal administration 
can now spend far beyond its revenues, and grossly debase the 
currency, without even placing itself on the defensive before 
public opinion, On the other hand, the “principles” to which 
reactionaries would have us return are perhaps worse than none 
at all. That the old moral prohibitions have lost their force 
is here not altogether an occasion for regret. But we cannot get 
along without some such rules—without some moral sanctions 
and mandates which politicians must obey in matters of finance. 





(Por eloquent testimony on this point, sce the textbooks on public finance.) There 
are no accepted criteria for critism; there 1s no real basis for intelligent public 
opinion and, thus, little opportunity for effective demaciatic contiol, Moreover, 
within the uncertain limits set by the requirements of the gold standard, there are 
indefinitely large opportunities for doing things backward in the field of government 
finance (as well as in banking)—and political pressures asstue that these opportunities 
will be fairly well exhausted, 

Just as the financial system is conducive to utterly perverse changes in the quantity 
of credit, so likewise docs it lead almost inevitably to extreme perversity in fiscal 
changes. During periods of expanding profits and credit inflation, tax intes aie 
reduced, expenditures increased, and long-term obligations retired (instead of bemg 
refunded and increased to permit the impounding of currency). In the face of 
declining production and employment, taxes are increased (especially the critical 
excises), expenditures are usually curtailed, and moncy is obtained by borrowing 
(instead of being created by the Treasury or released from previously accumulated 
balances), Morcover, little real comfort can be found in recent recognition of this 
perversity, for it promises only temporary, one-sitled conection in the case of expend- 
itures and, thus, perhaps greatc: ultimate confusion. 

It may seem a counsel of sheer cynicism or of utter despair to suggest that all out 
established fiscal practices should be entirely reversed-—and, as regards the possibilities 
of reform within our present finanuial organization, it is so intended, Sound fiscal 
policies are impossible (cannot even be defined) without precise and firmly estab- 
lished rules of monetary policy; but the carly adoption of, or rapid movement toward, 
such rules is entirely feasible. 
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And there is probably nothing more promising than the idea 
of a stable price-level as a symbol articulating deep-rooted senti- 
ments and as a source of discipline in fiscal practice.” 

A serious practical shortcoming of stable money programs 
lies in the fact that they are sponsored most vigorously by 
persons who want the price-level raised sharply before it is 
stabilized. Thus the scheme is likely to be realized, if at all, 
on the basis of dangerously large concessions to the demands 
of debtors, in terms of stabilization at a level involving serious 
maladjustments and internal strains, and under conditions 
which would present great difficulties in administration and 
execution. If the undertaking is to get under way auspiciously, 
it is imperative that the level chosen should be low enough to 
require only the minimum of action and display of power by 
the monetary authority during the trying first years, (The 
possibility that the level would be fixed too low is of theoretical, 
rather than practical, interest.) Drastic administrative meas- 
ures to overcome the inertia of an upward movement would 
jeopardize the political security of the rule and would also 
involve unfortunate disturbances in lines of business exposed 
to the direct impact of such measures. The advocates of stable 
money will do well not to offer the community one last big 
spree after the pledge is taken, and not to promise a perpetuity 
of blissful inebriation, 

The issues which such proposals raise with respect to gold 
are issues which may largely be neglected for some years to 
come, In the United States we might stabilize on the basis of 
a ptice-index, while maintaining indefinitely the present gold 
price, Indeed, unless the orgy of devaluation which we invited 





28 'To assure popular approval, strong moral support, and thus political stability, 
it would be desirable, under a price-index rule, to employ an index whose changes 
would correspond roughly to changes in living-costs for familics of modal income, 
Some weight certainly should be given to this consideration; but, adding it to those 
mentioned in footnote 1a, one sees that the best attainable index must fall short of 
what is desirable on this, or on any other, particular criterion, 
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in 1933 does finally occur, we shall, with world recovery, find 
it easy both to maintain the present price of gold and to reduce 
continuously the enormous barrier to trade which our tariff 
legislation has erected. The possibilitics of such a program are 
indicated in the report of the Commission of Inquiry into 
National Policy in International Economic Relations: ™ 


It may be argued that, while there is unlikely to be any 
occasion for justifiable increase in the dollar price of gold, 
it might soon be expedient to lower the price: (a) to prevent 
a wastefully large accumulation of gold by the United 
States; (4) to promote distribution of our surplus stock 
among countiies which have real need for additional re- 
serves; (¢) to check an over-rapid recovery or a potentially 
dangerous boom at home; or even (d) as one means of 
putting pressure on the reserves of a too rapidly expanding 
banking system, To any of these ends, however, a more 
attractive means is at hand, namely, reduction of our tariff 
duties, even beyond those already recommended, This 
strategy would afford us a better protection against an un- 
healthy boom and against over-large investment in gold; 
it would affect other nations in the same manner economi- 
cally as would a lowering of our gold price; and it would 
probably be even more effective toward improving the spirit 
of international commercial relations, 

Not least of the merits of this procedure is the prospect 
it offers for raising the internal prices of export products 
(notably, cotton and wheat) relative to other prices, In- 
deed, it might in the end prove lo be an adequate justifica- 
tion of our recent gold policy, that it created this oppor- 
tunity for gradually and systematically repairing the injury 
of our past tariff policy to agriculture. Our drastic cdlevalua- 
tion, whatever its short-term effects, is likely to lead, slowly 
and over a long period, to a rise of our price level which 
could serve no good purpose and might work serious injury. 
However, if we undertake by tariff reductions systemat- 
ically to correct favorable balances of payments, and even 


24 Tuter national Economie Relations, pp. 96~98, 
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to send abroad pait of our present stock of gold, we could 
avoid the upward pressute on many industrial prices, while 
allowing our export staples to enjoy the full effect of the 
devaluation, 

The scheme here proposed is perhaps more elegant in 
principle than it could ever be in actual application. But it 
may be worth noting that, just as devaluation offered to 
post-War France a means of returning to gold without in- 
ternal deflation, so devaluation offers to the United States 
a means for scaling down its batiiers to trade without 
internal deflation. This opportunity, moreover, presents 
itself, fortunately from the viewpoint of domestic politics, 
ala time when there is widespread demand for just the 
assistance Lo agticultue that it so clearly offers. Further- 
more, an expression by our government of the intention to 
prevent, by this procedure, any endwing injury to foreign 
countries from our devaluation, would do much to smooth 
the way for future international undeistandings as to both 
monetary and commercial policy. 

In this connection two observations are especially in point. 
(1) It is likely, in view of the condition of our balance of 
payments prior to devaluation, and in view of the prospect 
that many of the foreign measures for resisting gold drains 
will disappear with world recovery, that our present price 
of gold will prove distinctly excessive, unless measures are 
taken to offset the long-term effects of its sharp increase. 
(a) There are many strong considerations, not heretofore 
invoked in these pages, against resorting to reduction of our 
gold price in the future. Many of those who bitterly con- 
demn our devaluation program will readily agree that little 
is now to be gained by trying merely to retrace our steps, 
If the rise in the price of gold may be held to have worked 
injury and injustice, it is still unlikely that reduction of that 
price al a much later date would accomplish much toward 
repairing the inequities, Those who lost (or gained) by 
the increase would be largely a different group from those 
who gained (or lost) from the reduction. Thus, all in all, 
a number of strong considerations appear to support the 
proposal for utilizing systematically the potentially large 
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opportunities for tariff reduction which our recent devalua- 
tion promises to yield in the future, On this view, tariff 
reduction might be regarded as an agency of monetary 
stabilization for the near future and, quite consistently, as 
a means for helping agriculture at the same time, 

The whole argument here may be regarded as supporting 
the position that our bargaining efforts should be directed 
especially toward concessions with regard to exchange con- 
trols, quota limitations, and similar barriers to our exports, 
These barriers, largely the product of the acute emergency, 
may be regarded in part as compensatory to our emergency 
gold policy. The prospect of their removal will depend 
partly on our willingness to make the concessions necessary 
to preservation of reasonable balance. The only major or 
equivalent concessions which we could offer are (x) reduc- 
tion of our gold price and/or (2) lowering of our tariff 
barrier. There are reasons for our preferring the second of 
these, and no apparent 1easons why it should not be equally 
attractive to other nations. 


Price-level stabilization thus seems, on the whole, extremely 
attractive as the basis of a liberal-conservative policy in the 
field of mdney and government finance for the next decade. 
Whether the price-index rule would be as satisfactory under 
conditions which could be realized only over a longer period as 
the rule of a fixed quantity of money, may merit discussion in 
academic circles and may provide a promising point of depart- 
ure for analysis and exposition; but the question is not of prac- 
tical significance now. Given the inevitable limitations of any 
particular index, however, the former rule might ultimately 
acquire or manifest serious shortcomings, It is thus appro- 
priate to observe that all the changes in our financial structure 
which seem necessary to make feasible the adoption of the 
fixed-quantity rule are changes which would also facilitate the 
operation of the price-index rule, The existence of a large 
volume: of privately created money-substitutes, with alternate 
expansion and contraction, might tax seriously the powers of 
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@ monetary authority seeking to prevent price-level changes. 
Thus, if the stability of an index is to be maintained with the 
least resistance and the minimum of disturbing administrative 
measures, it is essential that the power to issue moncy and near- 
money should increasingly be concentrated in the hands of the 
central government. 

As regards policies for the significant future, it therefore 
matters little whether price-level stabilization is conceived as 
a definitive reform or as a transition expedient in a long-term 
program pointed toward ultimate stabilization of the quantity 
of money. On either view, the same radical (if not drastic) 
changes in the field of private finance are clearly appropriate. 
Most of them, moreover, are necessary, on other grounds as 
well, for the preservation of economic freedom and political 
democracy. 


Conc.usions 


The following observations may now be submitted, to define 
the author’s general position and to guard against misinter- 
pretation; 

1, A democratic, free-enterprise system implies, and requires 
for its effective functioning and survival, a stable framework 
of definite rules, laid down in legislation and subject to change 
only gradually and with careful regard for the vested interests 

” of participants in the economic game, It is peculiarly essential 
economically that there should be a minimum of uncertainty 
for enterprisers and investors as to monetary conditions in the 
future—and, politically, that the plausible expedient of setting 
up “authorities” instead of rules, with respect to matters of 
such fundamental importance, be avoided, or accepted only as 
a very temporary arrangement. The most important objective 
of a sound liberal policy, apart from the establishment of highly 
competitive conditions in industry and the narrow limitation 
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of political control over relative prices, should be that of secur- 
ing a monetary system governed by definite rule, 

2, To assure adequate moral pressure of public opinion 
against legislative (and administrative) tinkering, the mone- 
tary rules must be definite, simple (at least in principle), and 
expressive of strong, abiding, pervasive, and reasonable popular 
sentiments, They should be designed to permit the fullest and 
most stable employment, to facilitate adjustment to such basic 
changes (especially in technology) as are likely to occur, and, 
secondarily, to minimize inequities as between debtors and 
creditors; but the problems here, while of first importance, 
should be conceived and dealt with mainly as problems of 
a transition period. Once well established and generally ac- 
cepted as the basis of anticipations, any one of many different 
rules (or sets of rules) would probably serye about as well as 
another, 

3. The responsibility for carrying out the monetary rules 
should be lodged in a Federal authority, endowed with large 
administrative powers but closely controlled in their exercise 
by a sharply defined policy. The powers of the monetary au- 
thority should have to do primarily or exclusively with fiscal 
arrangements—with the issue and retirement of paper money 
(open-market operations in government securities) and per- 
haps with the relation between government revenues and ex- 
penditures; in other words, the monetary rules should be 
implemented entirely by, and in turn should largely determine, 
fiscal policy, 

4 Political control in this sphere should be confined exelu- 
sively to regulation of the quantity of money and near-money, 
the direction of investment (the allocation of investment funds) 
being left to the control of competition and kept as far as 
possible outside the influence of political agencies (or central 
banks). 

5. A liberal program of monetary reform should seek to 
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effect an increasingly sharp differentiation between money and 
private obligations and, especially, to minimize the opportuni- 
ties for the creation of effective money-substitutes (whether for 
use as circulating media or in hoards) by private corporations. 
The abolition of private deposit-banking is clearly the appro- 
priate first step in this direction, and would bring us in sight 
of the goal; but such a measure, to be really effective, must be 
accompanied, or followed closely, by drastic limitation on the 
formal borrowing-powers of all private corporations, and espe- 
cially upon borrowing at short term. 

6, A monetary rule of maintaining the constancy_of some 
price-index, preferably an index of prices of competitively pro- 
duced commodities, appears to afford the only promising escape 
from present monetary chaos and uncertainties. A rule calling 
for outright fixing of the total quantity of money, however, 
definitely merits consideration as a perhaps preferable solution 
in the more distant future. At least, it may provide a point of 
departure for fruitful academic discussion, 


Craprer XII 


SOCIO-ECONOMIC CONTROL AND 
THE FISCAL SYSTEM 


]. Wilner Sundelson 


In any new program of social and economic control the 
fiscal‘machinery of government, one of the most venerable 
agencies of social compulsion, will be extensively employed. 
It will be used because it is available as an operative device, 
and because it can at once be saddled with new duties. But 
the fiscal system cannot serve as an engine of social control 
unless it is very materially redesigned and remodelled. It 
can become a means of social control only by becoming 
itself the object of control, This process of revision must 
necessarily be largely empirical; it must be based on cau- 
tious modification preceded by careful analysis of the rela- 
tion of the fiscal system to a nation’s economy. Yet no 
effective revision can be expected unless the aid of fiscal 
theory is solicited or unless enveloping economic philoso- 
phies are frequently and sympathetically appraised. Clearly 
the task is a difficult one. Yet until the fiscal system 
itself is reformed (and the basic difficulties will be abun- 
dantly evident in the chapter which follows), the taxing 
machinery cannot be regarded as an effective device for 
the extensive program of social control which the future 
may demand—F. M. 


Inrropuction 


ieee scops and magnitude of the fiscal systems in modern 

states have grown to such an extent that they have given 

to the public finances a major economic role in almost every 

jurisdiction. The éxpansion of governmental activities and 

expenditures coupled with the size and complexity of the reve- 
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nue systems which support them have resulted in giving fiscal 
policies and their execution great significance in the shaping of 
economic and social affairs, It has been correctly observed that: 


the place of public finances within the national economy 
has changed in the historical development fiom the so 
called “share system” (in which the state takeg only a small 
shaie in the national dividend), to the so called “control 
system” (in which the state takes a much greater share 
and controls an additional pait of the whole national 
dividend), 


It is not necessary to depend on a conscious desire to employ 
elements in the fiscal system for the exercise of controlling 
powers, The magnitude of the public finances alone can result 
in granting such control, 

To those who question the observation that our public 
finances have achieved a controlling rdle in our economy, or 
that a study of them based on the existence of interventionary 
powers is justified, an array of convincing facts is available. 
The nature of governmental functions and the magnitude of 
the cost of governmental expenditures can indicate the position 
of the public economy. Other criteria such as the proportion 
of annual income paid out every year and absorbed by taxes, 
the number and proportion of the people receiving full or 
partial support from governmental agencies or the share of 
governmental debt operations in financial and credit phenom- 
ena are equally conclusive, We have an annual tax bill in the 
United States of approximately zo billion dollars and an annual 
increase of the public debt at a rate of g billion dollars, account- 
ing for the total of approximately 15 billion dollars representing 
the annual cost of government. According to recent estimates, 
Federal, state and local tax collections amounted to 16 per cent 





t Herbert Sultan, “Public Finance and the National Economy Sociologically Con- 
sidered," in Bulletin of the National Tax Association, Vol. XXI, No. 2, November, 
1938 (p, 40), 
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of the national income in 1934. The ratio was 12.4 per cent in 
1929 and 10.9 per cent in 1925. It is estimated that one out of 
every ten persons 1s employed in direct government activities, 
These facts, while illustrative, fail to convey the true participa- 
tion of the public finances in our economic and social structure, 
The indirect and cumulative effects of loan-financed govern. 
mental expenditures, the influence of tax policies on corporate 
financial practices, and the accumulation of governmental obli- 
gations in bank portfolios are but a few of the many phe- 
nomena which must be studied to appreciate the influences 
exercised by the fiscal system. 

A survey of other leading countries indicates that their public 
finances, regardless of their political systems or basic economic 
philosophies, have all grown to a point where the exercise of 
fiscal interventionary powers is marked. At one extreme stands 
Soviet Russia, in which the unified budget of the Central 
Union and of the Federated Republics comprehends almost 
all economic as well as fiscal factors. The Russian budget is 
an economic program rather than ‘merely a pattern for the 
public finances. Totalitarian states represented by Fascist Italy 
and Germany have embarked upon heavy governmental pro- 
grams designed to affect both the structure and functioning 
of economic affairs, In other countries in which an interest in 
the maintenance of some type of liberalistic or individualistic 
economy is professed, the recent economic crisis has brought 
forth fiscal policies which have clearly established the control- 

‘ling character of their fiscal systems, Sweden may be placed 
in this group. 

. Inall countries the decline in private economic activities and 
the sharp decrease in national income have accentuated the 
relative importance of the public finances and have given them 
a prominent position which they are not likely to lose. It is 
difficult, furthermore, to expect a modification of the trend in 
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the development of the fiscal systems, a trend that undoubtedly 
represents a universal approach toward a collective and social- 
ized economy. In our own country, the fixity of extraordinary 
expenditures, the existence of heavy debt burdens and the in- 
creasing effectiveness of the newer taxes and rate structures on 
an expanding economic background will assure to the public’ 
finances a continued position in economic affairs. Social and 
economic programs now being initiated or planned are likely 
to replace transitory depression or recovery phenomena. 


Pusiic Exrenprrurzs 


Undoubtedly the most powerful influences which the public 
finances exert on our general economy are those effected 
through the exercise of the public spending power. An an- 
alysis of the purposes for which public expenditures are made 
reveals the existence of a number of functions which, in any 
modern political or economic system, are considered to lie 
within the orbit of governmental activity, These include the 
maintenance of judicial and executive agencies, of national 
defense, highways, education and the protection of life and 
properly. It is obvious that in this country all jurisdictions, 
particularly the Federal government, have extended far beyond , 
this limited scope, 

Federal expenditures in the past several years have risen} 
sharply above previous peace-time levels. Expenditures in the 
fiscal year ending June 30, 1936, were 7,375 billion and are, * 
expected to be greater in the fiscal year ending 1937. Expendi- * 
tures approved by Congress added 600 million to the 1936 
appropriations for the year ending in 1937. In state and local” 
outlays a depression decline in the volume of expenditures tends 
only slightly to counteract Federal disbursement trends. This - 
is indicated in the following table: 
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GOVERNMENIAL EXPENDITURLS, FISGAL YEARS 1930-1934 4 


Yea Total Fedeval State Local 
(000,000 omitted) ; 

1930 $12,037 $3237 $2,170 36,630 

1931 12,479 3640 2,298 6,541 

1932 12,417 4712 2257 6,448 

1933 12,232 43732 2,067 51433 

1934 14449 6,784 3,044 3,621 


(Payments for Debt Reclempuon ae Excluded ) 


Feperat Exprnprrurrs 


An arbitrary classification of expenditures as “Gencral” and 
“Recovery and Relief” is made in the Federal documents. In 
the former categary expenditures which lie within the so-called 
normal field of government, and for which taxation yiclds 
revenues adequate for their financing, are included. ‘The bulk 
of these expenditures, totalling in 1936, approximately onc half 
of all Federal outlays, were for the maintenance of regular 
departmental functions, These include the various executive, 
judicial and legislative establishments. 

In addition, the national defenses, public debt service charges, 
a restricted amount of public works for Federal agencics, postal 
deficiency, the cost of administration and the outlays for state 
grants under the Social Security Act program, veterans’ pen- 
sions and benefits, and many features of the rural economic 
readjustment program fall within this category. 

It is under the broad heading of Recovery and Relief that the 
bulk of the Federal expenditures designed to control the eco- 
nomic status of individuals, groups, and areas are found. 
These expenditures are classified in five categories; 

(a) Agricultural Aid, In this group are found the outlays 
of a number of agencies designed to adjust prices, to relieve 
the debt burden of agricultural areas, to facilitate marketing 
and farming and to carry out schemes for crop production, 
price stabilization and economic planning. 





2 Cost of Government im the U. § 1933-1935, (p. 4). National Industrinl Con- 
ference Board, New York, 1936. 
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(6) Relief. The various activitics for the support of un- 
employed and destitute elements of the population are here 
included. In addition to the ditect cash and commodities dis- 
bursements, the category lists those public works for which 
expenditures are predominantly for labor. 

(c) Public Works. Closcly related to the foregoing group 
are expenditures for construction activities. The Federal gov- 
ernment makes direct grants to various types of recipients, 
lends funds, or through a system of conditional grants matches 
non-Federal expenditures. In addition, it engages in construc 
tion activity of its own. 

(d) Aid to Home-owners, The last specific group in the 
array covers expenditures made for the underwriting of real 
estate mortgage indebtedness, for the financing and guarancee- 
ing of funds for home cqnstruction, modernizing and repair, 
slum clearance, resettlement and model-housing operations, 
and for several other of the functions specifically telated to 
real property and building ownership, support and con- 
struction, Ae 

(€) Miscellaneous. Listed under a miscellaneous group are 
functions of a varied character, All carry connotations of con- 
trol and reform through the exercise of the spending power. 
Included ate such activities as the insurance of commercial 
banking deposits, the various lending and spending activities 
not already listed, of the Reconstruction Finance Corporation 
and the financing of import and export trade. 

Recent developments in Federal expenditures envisage the 
character of the uses to which the Federal spending power can 
be used. With changed philosophies regarding borrowing and 
taxing we have extended the individual, social and economic 
limitations on Federal expenditures. It is inconceivable that 
any administration will succeed in carrying out economy pro- 
grams that will substantially reduce the size of Federal outlays 
or will limit their interventionary power. 
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Stare AND Loca EXPENDITURES 


The political subdivisions do not dedicate a major share of 
their expenditures to activities designed specifically to adjust 
the economic status of private individuals or of business enter- 
prises. The lesser governmental units operating over restricted 
economic areas are not likely ever to engage in subsidy and 
other economic measures to which national expenditure pro- 
grams can be adapted. The states nught conceivably be linked 
to the development of such policies through their own initia- 
tive or Federal coercion. The scope of state finances, however, 
is limited, since they account for only approximately one fifth 
{ the non-Federal total. The bulk of the expenditures are 
maxle by counties, cities, towns and villages, special districts 
and ‘the other local units, Their limited powers of raising 
revenuts and their general occupation with local affairs restrict 
possible tterest in programs designed to effect changes in 
activities or institutions, 

In the marked \growth of state expenditures during the past 
two decades the chief influences have been exercised primarily 
by changes in price levels, the advent of the automobile, and 
more recently by a stharp increase in relief and welfare policies. 
In 1932, the latest ylear for'which data on state expenditures 
are available, approxgmately one third of the outlays were for 
capital construction Burposes, primarily for highways and gov- 
ernment building. /Education forms the next important group, 
the operation and \the maintenance of various institutions ac 
counting for approimately one quarter of total state expendi- 
tures. It can be sten, therefore, that over one half of state 
expenditures are for the purchase of services and materials, 

Other items, appearing in the order of their importance, in- 
clude: operation and maintenance of charities; hospitals and 
reformatories; highways; general government interest; protec- 
tion to persons and property; development and conservation 
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of natural resources; health and sanitation. In more recent 
years there has been a sharp inctease in relief and welfare 
activities, Isolated examples of state activity with respect to 
their expenditures for socio-economic control are available. 

The nature of the expenditures of the 175,000 lesser civil 
divisions can be only estimated, It is evident, however, that 
the bulk of their 5- to 6-billion-dollar annual outlay is made 
for purposes very similar to those of slate expenditures. The 
differences are found in the variations in the relative impor- 
tance of the different categories. The greatest proportion of 
the local payments are made for the operation and maintenance 
of educational facilities. Capital outlays, which form the sec- 
ond largest group, are also related in a large degree to the 
construction of schools and institutions of higher learning, 
Expenditures for debt service charges and the protection of 
life and property, represented by expenditures made primarily 
for police and fire protection, form the next largest groups. 
As in the case of the states, a sharp growth in local relief 
expenditures has been noted since 1932. : 

While it is difficult to predict the future trends of non- 
Federal expenditures, it is apparent that they will be largely 
related to increases in their social welfare activilics. A possible 
growth of municipal ownership is noticeable with respect to 
public utilitics and, with the assistance of Federal sponsorship, 
in housing. One must conclude, however, that the progressive 
growth in Federal expenditures, which are rapidly increasing 
in importance in the national total, will aid in bringing about 
increased centralization, This is a condition to which financing 
and other factors also point. 


Pustic Exprnprrurss as INstRuMEN‘t's or ConTROL 


While the economic influences of the various spending poli- 
cies cannot be made comprehensible without reference to financ- 
ing measures, it is evident that unless a perfect balance between 
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benefits and cost allocation is achieved, vast sums are periodi- 
cally flowing into channels which differ {rom those into which 
national income might otherwise be directed, For purposes of 
analyzing their economic influences, the classification of expen- 
ditures into ¢ransfer and exhaustive (as developed by Professors 
Colm and Pigou) grants a useful approach to the problem.’ 
Transfer outlays are those which involve a shifting of public 
funds into hands other than those into which they were initially 
directed by nongovernmental economic and other forces, They 
involve a broad redistribution of the flow of purchasing power 
benefits accruing from national dividends, In the second cate- 
gory, the so-called exhaustive expenditures, are found disburse- 
ments which contribute to the demand for goods and services 
and which, in the form of prices paid for materials and wages 
paid to employees, enter the productive cycle, They do not 
merely involve the redistribution of already produced income. 
The share of the government in private production, even if it 
is enjoyed under competitive conditions, grants society vast 
powers of control over private economic behavior through 
the magnitude of its participation. Influences on production, 
wages, and prices are exercised, There has been a marked 
expansion of both expenditure categories, A recent emphasis 
on transfer expenditures, due to the accumulation of public 
debts, relief, and social security programs, is noted, 

We normally associate governmental expenditures only with 
the purchase of goods and services and with the transfer of 
funds to individuals. Conditional or unconditional grants of 
money or in kind, insurance, and guarantees are alsa found. 
The Federal finances today offer many cxamples of financial 
relation between the Federal government and_ individuals, 
business enterprises or political subdivisions, One notes that 





9G, Colm, Volkswittschaftliche Theone der Staatsausgaben, J. C, B. Mohr, Thb- 
ingen, 1927; and A. C, Pigou, “4 Study im Public Finance.” ‘The Macmillan Com- 
pany, London, 1928 (passim). 
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specific types of expenditures, especially those for services which 
the general body of citizens share, are not as successful in 
bringing about sharp readjustments in economic and social 
affairs as others. It is particularly in the field of loans, guar- 
antees, insurance and conditional grants that the powerful con- 
trol and coercive tools are found, since these do not suffer a 
dilution of their power due to a mass distribution of their 
bencfits. Policies such as those included among Federal recov- 
ery and relief programs can be aimed, restricted, and directed, 
They frequently carry implications of specific counter-perform- 
ance, standards for qualification, and other coercive powers, 
and are therefore better suited as control tools, 

In a subsequent section, the problem of financing govern- 
mental expenditures is discussed. This factor forms the basic 
limitation on an extension of the Federal spending power. 
Unless expenditures are carried to the point where their eco- 
nomic influences and those of their financing measures lead 
to inflationary excesses we may expect only a temporary dimi- 
nution of the public share in the national economy. To view 
the growth of expenditures as limited by a philosophy as to 
what is a fair public share of national income or wealth, is to 
take a false viewpoint, since a policy designed to increase the 
volume of public expenditures and to extend the scope of the 
public spending power involves the adoption of a new philos- 
ophy which changes the reasonable limits on funds obtainable 
through taxation. 

Other limitations on the effectiveness of the public spending 
power as a control device are not present to any large extent. 
When a government spends moncy, it is in a much better 
position to know who receives that money than to khow from 
whom come its taxes, credit, or printed funds. Groups which 
receive benefits are usually capable of being identified with 
reasonable accuracy. It is possible, furthermore, within certain 
limits, to control the purposes to which are put the benefits 
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received from governments, Subsidies have been found to be 
more desirable and exact in their effect than tax exemptions; 
a withdrawal of expenditures more effective as a coercive device 
than threats of taxation. It should, however, be recognized 
that we are not capable of predicting the less immediate eco- 
nomic and financial results which may accompany a spending 
program. 

Limits imposed by legal restrictions or by political practices 
do not seem to stand in the way of the successful development 
of a spending program in this country, In the case of the 
Federal government it is necessary to adhere to cerlain pro- 
cedures, and to avoid illegal delegation of congressional power. 
Congress has until now been unhampered in its interpretation 
of the type of spending capable of advancing general welfare. 
It is only with respect to the expenditures connected with the 
exercise of certain powers which infringe upon constilutionally 
protected states’ rights that legal difficultics are encountered. 
The uncertainty of Federal powers of land condemnation for 
low-cost housing projects is a case in point. It will be noted, 
however, that the bulk of the New Deal policies that have been 
rejected by the Supreme Court have involved difficulties other 
than the exercise of the spending power, and when the expen- 
diture element was temporarily abandoned, it was because of 
its outlawed linking with an illegal exercise of the taxing 
power. It should be noted that the administration had little 
difficulty in replacing the expenditure elements of its illegal 
programs. 

Political subdivisions are in a somewhat restricted position 
with respect to the exercise of their spending power. There 
exist in the constitutions of the states numerous provisions 
designed to keep certain kinds of disbursements out of state 
and local budgets, A common limitation is one which pro- 
hibits the states from engaging in specified types of commercial 
enterprise, These restrictions date from the time when the 
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states had disastrous experiences with certain canal and rail- 
road enterprises. These also led to the adoption of the strict 
limitation on borrowing powers which states have at present, 
The bulk of the limitations are related to the restrictions on 
financing means. 

It should be noted that these restrictions do not stand in the 
way of expenditures which social and economic reformers con- 
sider to be within the immediate scope of state and local activ- 
ity, One is inclined to interpret existing restrictions as favor- 
able influences leading toward the necessary and inevitable 
centralization of certain fiscal powers, In those cases where 
state restrictions have been strict, a number of apparently easy 
avenues of escape have been known, including the practice of 
amending and modifying state constitutions, Furthermore, 
states and localities have successfully learned to evade restric- 
tions by creating new jurisdictions and ky setting up agencies 
operating outside specific limitations. These have been asso- 
ciated primarily with the avoidance of debt limitations. 


Tur Tax System 


The determination of public fnancing methods involves a 
decision, frequently dictated by necessity, regarding the dis- 
tribution of burdens among generations and classes. This 
requires choosing between taxation (or some other current 
revenue policy) and borrowing.’ 

The problem of the distribution of burdens among classes, 
segregated according to economic criteria, should involve an 
analysis of the choice of tax measures and the incidence of 
their burdens. It has been deemed desirable that in modern 


4Jt is questionable whether the economic effects of public debts are such as to 
allow an interpretation in terms of a complete postponement of burdens. Neverthes, 
less important distinctions between taxation and the incurring of public debts as 
a means of financing expenditure programs must be recognized, Sec J, M. Claik, 
The Cost of the World War to the American People (pp, 68~85). Yale University 
Press, New Haven, 193%, 
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progressive states governmental benefits should accrue chiefly 
to the masses and that an ideal distribution of burdens involves 
the concentration of taxation on the wealthy classes, This ad- 
mits an acceptance of an intervenuonary and socialized attitude 
with respect to taxation, and is in contrast with the norms for 
taxation which, we associate with the historical development of 
ideas regarding such distribution. It also conflicts sharply with 
tendenties which still dominate our tax systems, 

The cost-of-service theory, now considered to be endowed 
with restricted applicability, can be used to explain only a 
Iumited portion of the revenues financing our governmental 
outlays, Burdens are allocated through pricing methods, analo- 
gous to the marketing phenomena of the private economy." 
It is evident that an expansion of governmental cxpenditures, 
which could be traced to wars and to increasing public welfare 
activities, favored a gubordination of this fiscal philosophy. 
Specific cost allocations to beneficiaries can neither effect any 
redistribution of wealth nor increase the participation of the 
masses in governmental benefits at the cost of wealthier ele- 
ments in the community. One finds, therefore, in the case 
of the Federal government, almost a complete absence of this 
ype of financing medium. In the states and localitics there 
fe many examples of charges in connection with municipally 
wned utilities and with other measurable and saleable govern- 
ment services. A growing movement toward government 

“ownership of utilities and the need for more local revenues 
are bringing about the return of this type of financing method. 
The liquidation of debts incurred for capital outlays frequently 
leads to cost allocations in the form of tolls and charges, 


2 





¢ Tt should be noted that, according to a popular definition, the bulk of the cast-of- 
Ysgrvice financing media 1s not regarded as lying within the scope of modern tax. 
‘tuon’ “A tax is a compulsory contribuuon from the person to the government to 
defray the expenses incurred in the common interest of all, without reference to 
special benefits conferied” E R A Seligman, Essays im Taaanon, (p 432). The 
Macmillan Company, New York, 1928, 
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We temper a greater part of our allocations of costs according 
to benefits received with some recognition of the economic 
status of the taxpayer. According to the benefit criterion, price 
and market implications of the cost-of-service theory are aban- 
doned, and a burden distribution is achieved through a broad 
and generalized reference to governmental benefits. The dif- 
ferences between the two theories explaining links to special 
benefits frequently appear very hazy, as in the case of some 
betterment taxes (special assessments) in which the costs of 
benefits are defrayed by levies on a restricted area. However, 
most of the taxes to which we attribute benefit norms involve a 
wider interpretation of sharing the cost of governmental bene- 
fits. Fuel and other automotive taxes, for example, are usually 
linked to the convenience and profitability resulting from gov- 
ernment expenditures on highways, The status of benefit- 
levies in the fiscal systems of the politicat subdivisions explains 
the importance of this tax norm in our public finances and: 
greatly retards any endeavors to redistribute wealth through 
taxation. 

The modern ability-to-pay theory, based on a minimum- 
sacrifice philosophy, calls for the allocation of fiscal burdens 
to accumulations of, and flowing accretions to, wealth, as evik 
dences of economic well-being, No relation to benefits roy 
ceived is planned. Supported by the device of progressive rate- 
structures, it has been possible with such levies as the personal 
income and inheritance taxes to extend the notion of a social 
indebtedness as a base for taxation into the forefront of many 
tax systems, 2 

Our tax system is marked by a confusion of levies which are 
difficult to segregate according to the leading tax norms, and" 
hence does not lend itself to interpretations in terms of theigy 
socio-political influences, In addition to benefit and ability-t 
pay norms, factors of expediency have led to a body of taxes. 
which distort any relations designed to clarify burden distribyg 

‘ 
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tions, It is evident, however, that the pressure for taxes yicld- 
ing revenues to support the vast expenditure programs has led 
to the failure of any attempts to make our tax systems conform 
to schemes for the distribution of wealth and to prevent a 
developed use of taxes as fiscal devices to coerce social and 
economic phenomena. There is a strong belief that our tax 
system is regressive, and hence draws proportionately greater 
shares of income from those in the low-income groups, 

Turning to the taxes which, as previously stated, have been 
accredited with the best satisfaction of ability-to-pay require- 
ments we find primarily personal income, inheritance taxes 
and capital levies, In this country these levies form only a 
minor feature of our tax systems, This contrasts with the 
more advanced development of such taxes in Great Britain, 
Sweden and Switzerland. In the case of the Federal govern- 
ment the personal indome and estate taxes are expected to yield 
during the current fiscal year only one fifth of the total tax 
revenues.” Among the states and localities, only a minor share 
of the total revenues are collected from the two great fiscal 
engines, In only a few states was as much as 2 per cent of 
total state and local tax revenues collected from personal income 
and inheritance or estate taxes during 1934.7. We have no 

” apital levies. 
The crediting device attached to the Federal estate tax has 
coerced a universal state adoption of some form of death duties. 
Their yields, however, are relatively insignificant, a fact which 
helps to explain the minor importance of direct ability-to-pay 
taxation in the political subdivisions, Income and inheritance 
tax revenues, even with rates steeply graduated to almost con- 
nie ” 
i ® The Federal corporate income taxes, if included among the ability-to-pay group, 
would raise the percentage to approximately one third. 

TNew York 7.7%; Massachusetts 6.9%; Delaware 6.2%; Wisconsin 5.9%} Ore- 
gon 3.3%; Vermont 3.3%3 North Carolina 2.1%; (Adapted from Denzel C. Cline, 


Influence of Recent Tax Developments on the Place of Real Property Taxation in the 
‘Fiscal System,” in Tav Bits, Vol. Il], No. 4, February, 1936, p, 8.) 
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fiscatory levels in the higher brackets, cannot be expected to 
yield much of our total tax burdens unless they are universally 
adopted and are also levied heavily against the middle and 
lower brackets. 

Property taxes, either general or classified, are found in all 
countries; but in the United States and Canada they achieve 
their highest development. This is true in spite of the fact 
that in both these nations property taxes are levied solely by 
the political subdivisions, Notwithstanding a steady adoption 
of other levies and a restriction of the property tax itself through 
exemptions, rate limitations, and occasional abandonment’as a 
state levy, the property tax still yields 85 per cent or more of 
all local revenues and approximately 25 per cent of state reve- 
nues. This totals approximately 75 per cent of all non-Federal 
revenues, and as such must account for over half of all the tax 
revenues collected in the United States, The emphasis which 
our property taxes place on real estate signifies some crude link 
to ability-to-pay expressed in the form of residential home 
ownership or occupancy. The measure is, however, very rough 
because property taxes based on flat rates of assessed values are 
no recognized index of income, Furthermore, in the case of 
undeveloped, agriculuural or business properties the assessed 
value cannot be said to indicate normally the taxable capacity 
of those to whom tax burdens are shifted. There is also no 
clement of progression in property tax rate structures. 

Public expenditures on protection and highways as well as 
for other functions have always been used to justify propor- 
tionate property tax burdens on a benefit basis. Since the 
ownership of property, however, is becoming less and less a 
measure of participation in governmental benefits while mod- 
ern industrial life is steadily decreasing the relation which 
real property bears to ability to pay, this levy cannot be said 
to deserve a too-prominent place in the tax system, motivated 
by equity concepts, of a particular jurisdiction, 
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The category of consumption Ievics covers a wide variety 
of general and special sales, processing, excise, and luxyzy taxes, 
as well as import duties. They have important positions in 
the Federal tax system and because of the prominence of gaso- 
line, liquor and general sales taxes in state revenues, consump- 
tion levies may be said to form the backbone of the Anancing 
of the states. The preponderance of general sales taxes and 
special levies on articles of mass consumption tends to place a 
regressive burden on taxpayers, Insofa as consumption levies 
finance general governmental outlays they may be considered 
in terms of ability-to-pay norms. They are usually regressive. 
The practice of assigning the yields of particular taxes such 
as those on motor fuels for specific functions such as highway 
outlays places some of this group in the benefit class, 

A further group of taxes, broadly characterized as business 
levies, include corporation capital stock, excess profit, franchise, 
and income; manufacturers sales; transfer, tutnover and occu- 
pational taxes, The Federal government collects approxi- 
mately one fifth of its revenues from this category. The states 
also rely rather heavily on this group thiough their large 
number of levies on co1porate business and occupational and 
Jicense taxes. Many of the fatter, because of their link to costs 
of regulation, may be considered to be fecs; othersour funds 
into the general treasury and may be considered to be business 
taxes, Both benefit and ability-to-pay norms are found in 
business taxes, Benefit relations aie provided by regulation, 
protection atid other aids to production provided by govern- 
ments, The links are usually indirect and difficult to measure, 
With respect to ability-to-pay, business activities and profits 
can be treated as indices of taxable capacity. It is difficult, 
however, to trace the ownership of business enterprises and 
to determine the ultimate incidence of levies, The frequently 
available opportunities for shifting of burdens to consumers 
and the usual absence or minor development of progressiveness 
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in tate structures lead to the conclusion that business taxes are 
generally of a regressive character. 

The enumerated categories, while not exhaustive, account for 
neaily the entire tax bill of the nation, A few such items as 
poll and payroll taxes are difficult to classify and have been 
omitted, They contribute now only an insignificant portion 
of tax yields. 

A study of trends indicates a tendency toward actual regres- 
sion in current tax levies. The depression has reversed possi- 
biliues which the adoption of personal income taxes heralded 
in the Federal finances. It had been hoped a similar trend in 
state finances would follow. While much in tecent trends 
might have been avoidable, they cast a se1ious doubt on the 
possibilities for achieving gieater progressiveness in our tax 
systems in the near fume. It also raises the question whether 
the instability of ability-to-pay revenucs and the huge size of 
governmental expenditures has not made a 1egressive tax-load 
inevitable. It 1s also doubtful whethe: the inequality of the 
distribution of wealth is great enough to allow us to conceive 
of a condition in which progressive personal ability taxes will 
shift burdens away from the low-income gioups, Even a 
change in Federal tax policy would leave us to contend with 
a highly wegressive state and local tax burden. 


Taxes As INsrruMIN'S OF ConTROL AND REGULATION 


Taxation is considercd primarily as a device for obtaining 
funds to defray the costs of public expenditures, But it is obvi- 
ous, too, that taxation, apart from its financing purposes, is also 
a tool of control and regulation, Both fiscal and nonfiscal taxa- 
tion have a share in“this situation.® The line of demarcation 





8 “Taxation for fiscal purposes means taxation for the purpose of raising revenue 
to defray government expeneituics, while taxation for non-fiscal puiposes is taxation 
not to provide revenue to carry out a given program of public expepditutes but to 
achieve ducetly certain economic or social effects respective of whether revenue 1s 
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between the two types of taxation is very difficult to maintain, 
since fiscal taxation carries with it coercive powers while 
nonfiscal taxation frequenUy involves the raising of revenues. 
Professor Commons has aptly stated :° 


Taxation is the most pervasive and privileged exercise of 
the police power, Even when not consciously intended to 
be regulative, taxes nevertheless icgulate for they, like the 
protective tariff, determine the direction in which people 
may become wealthy by determining ducetions in which 
they may not become wealthy. They say to the business 
man: Hete is profit, here is loss, It is impossible to avo 
those effects of taxes, therefore impossible to escape the 
police power of taxation, therefore impossible to look upon 
taxes of any kind whatever as merely a means of obtaining 
revenue according to any principle of quality, or ability to 
pay or accumulation of wealth or any standard that looks 
solely to the acquisitions of the past. ‘Taxation is in fact, 
a process of obtaining public revenue by proportioning 
inducements to obtain profits. 


Attempts at using the police power inherent in taxation or 
of understanding the effects of existing or proposed measures 
must be accompanied by an analysis along the following lines: 
We must first distinguish taxes by their broad types and char- 
acteristics, The basic types such as personal income, inherit- 
ance, property, general sales, and corporate franchise are not 
difficult to distinguish, However, one must possess a detailed 
understanding of each levy before any notion of the impact 
which the tax system exercises on our economy can be fully 
comprehended. Each tax may offer opportunities for avoid- 
ance or evasion as well as for shifting. These facts must be 
known. This is a colossal task, and it militates severely against 








actually raised or not." (IT, W Peck, “Ihe Use of the ‘Taxing Power for Non- 
fiscal Purposes," in The Annals of the American dcademy of Political and Soerat 
Scrence, Vol, 183, January 1936, p 57)+ 

® John R, Commons, Institutional Economics, (p. 820). ‘The Macmutlan Company, 
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our understanding the natute of tax influences, We must 
know in addition to the object and subject of taxation, the 
space and time limitations with respect to its jurisdiction. 
Retroactivity, futurity, transitiveness and permanence, all affect 
the nature, the time, and the duration of the influence which 
any tax measure may exercise. The anticipation of tax changes 
frequently brings about economic changes as important as the 
changes which a tax itself causes, There are frequent and im- 
portant modifications in both taxes and in economic conditions. 
Certainty, a criterion which economists sought in taxation to 
assure a minimum of disturbance, hardly enters into the mod- 
ern tax picture. Another important factor is the economic 
area over which its jurisdiction is exercised. The broader the 
areas and the more immobile the taxed objects or phenomena, 
the less important is this factor. In our country with its vast 
number of taxing jurisdictions a pseudo-mobility appears when- 
ever taxation with restricted territorial or cconomic jurisdiction 
makes its threat, 

There are other specific provisions of each tax regarding all 
phases of its levy and collection that we must comprehend in 
order to fully understand economic influences. These features 
determine to what extent each tax becomes an economic police- 
man. One has but to think of the variations in the concept of 
taxable income in order to understand how a single provision 
of a tax and the effectiveness with which it is carried out may 
alter basically the entire economic power which resides in the 
levy,° For each tax category one must know the rate struc- 
ture, the exemptions, the deductions, the payment features, and 
a host of other characteristics. Each time we impose a new 
levy, modify some of the provisions of an existing tax, alter 
administrative regulations, or receive a new judicial interpreta- 
tion of some of its requirements, we may cause changes which 





10 Roswell Magill, Taxable Income. Ronald Press, New York, 1936 (passim). 
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can nullify broad influences previously existent. One can point 
to the influence of taxation and corporate financial practices 
and show how successive Federal revenue acts have changed 
capital gain and loss provisions and have modified the char- 
acter of speculative security dealings. Another pertinent ex- 
ample is seen in the economic influences which specific tax 
provisions have on the creation of savings and capital accumu- 
lation and their allocation. 

I£ we are even moderately successful in appreciating all the 
effects of taxes, our understanding is still extremely inade- 
quate unless we know the relation of tax burdens to govern- 
mental benefits. We find few instances in which economic 
influences can be traced without directly linking both features. 
It is unfortunate that our tax incidence theory has neglected 
the expenditure feature. It gives us the mechanics of burden 
shifting, but little understanding of economic implications, In 
only a few cases have attempts been made to link expenditures 
and revenues and taxes in an effort to find the true distribution 
of fiscal burdens rather than a more restricted mechanistic 
attitude to taxes alone, While onc is inclined to deny the gen- 
eral conclusions reached by economists such as de Viti de 
Marco,” who operates with a market interpretation of all fiscal 
phenomena, one appreciates the correctness of their logic in 
viewing fiscal burdens and benefits as a unit in a study of the 
ultimate economic incidence of taxation. The usual interpre 
tation is to take expenditure benefits for granted and to think 
of taxes as withdrawing advantages from individual economics, 

Another dynamic aspect which must be considered is the 
question of the economic conditions with which a patticular 
tax policy must contend. This is a feature which students of 
the mechanistic shifting and incidence problem have long been 
familiar, They have indicated, for example, that property 





a A, de Viti de Marco, “La Teoria della Traslazione” in Principis di Economia 
Finanziana, Giulio Einauch, Torino, 1934, pp! 120-135. 
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taxes are shifted in various ways according to different trends 
in realty values, The same philosophy must be adapted to all 
taxes in order to learn the true regulatory influences. The 
wide fluctuations in general and economic affairs, in addition 
to the uneven distribution of economic prosperity among vati- 
ous classes, regions and industries grants a deep significance to 
this problem. It is important, furthermore, because modern 
taxes frequently attempt to take into account the economic 
status of the taxpayer. We cannot expect a tax that is levied 
to continue to maintain the same economic influences; there- 
fore we are dealing with a weapon which does not maintain 
the same effectiveness or the same power at all times, Sales 
laxes may be regressive consumer levics, or they may act as 
taxes on business profits, depending upon the behavior of prices 
and the supply and demand factors operative at a particular 
time. Turning to inheritance taxes, one notes the differences 
in those levied during a boom or a depression. The lag in 
payments may mean a destruction of the estate or an oppor- 
tunity to maintain intact specific assets present at the time of 
death. 


Nowriscan 'TAXation 


It is necessary to grant special recognition to the problem of 
nonfiscal taxation because of its reputed effectiveness and be- 
cause of certain basic differences that distinguish it from fiscal 
taxation. In this country we have been primarily concerned 
with taxes which exercise their fiscal implications, or nonfiscal 
if any, as a corollary of our efforts to maximize yields. A 
world-wide tendency toward interventionary practices has, 
however, given this feature wide prominence abroad, and 
recent effort has focussed special attention on the problem in 
this country. 

Two recent decisions by the Supreme Court have shown that 
lines of reasoning Jaid down in the Child Labor Tax case in 
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1922 have been upheld and that the Supreme Court now 
frowns upon any levy imposed merely as a penalty in order 
to place at a disadvantage, if not to prohibit altogether, specific 
undesired activity, or, conversely, to encourage certain desirable 
behavior. One must place an important interpretation on these 
judicial sanctions exercised against nonfiscal penalty taxation. 
The courts have examined the provisions of statutes to discover 
whether Congress in levying the tax believed that potential 
taxpayers would act in a manner that would cause them to 
be untaxable. The recent Guffey Coal case emphasizes again 
the lack of favor with which the penalty tax is looked upon. 
Such taxation, if permitted, would open up a vast area for regu- 
lation of economic conduct which fiscal taxation may not be 
able to achieve. 

In the AAA case the so-called specific-purpose tax was 
apparently disapproved, closing another possible route that 
would have given access to specific interventionary powcrs. 
This is, however, not correctly a feature of nonfiscal taxation, 
and the AAA case is noteworthy for purposes of discussion 
primarily because of its general disapproval of the use of coer- 
cive power as such on any phenomena of an intrastate character. 

The avenue for Federal exercise of the police power through 
taxation is not closed by these limitations. In addition to the 
possibility of a constitutional amendment, there is the oppor- 
tunity for a changed attitude on the part of the court. The 
latter appears to be more probable because of the difficult and 
time-consuming character of a constitutional amendment and 
because of the proximate changes in the make-up of the court, 
due to the advanced age of some of the Justices, A different 
attitude with respect to nonfiscal taxation has been known. 
The most striking example is the Federal Oleomargarine ‘Tax 
which contains definite characteristics of penalty taxation, This 
tax has been offered as a splendid example of the objective 
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constitutionality ** of which the court is capable when it centers 
its attention on the tax as such and disregards its regulatory 
influences and penalty clements, There is a large area for 
toleration of such measures. There is also a possibility of a 
return to the philosophy which prompted the Supreme Court 
to declare the Oleomargarine Tax valid. 

Unlimited discretion as to rates and burdens of taxation lies 
in the hands of Congress. The objectives of nonfiscal taxation 
may be achieved through an allocation of burdens and through 
deductions and exemptions which achieve in an indirect man- 
ner some of the features of a penalty tax. The courts have not 
been blind to the fact that taxes must have economic influences, 
and they have, therefore, knowingly approved of a wide scope 
for incidental regulatory effects. Another feature which should 
be included is the fact that taxing power may be used to aid 
the legislature in carrying out other powers, such as those of 
monetary, commerce or postal nature, delegated to Congress. 
The State Bank Note Tax is a case in point, Another avenue 
of escape from rigid limitation is found in the degree of regula- 
tion which may accompany a tax measure as an administrative 
adjunct. We have, for example, used this power successfully 
with respect to the imposition of consumption excises 6n nar- 
cotics and liquor. There is, furthermore, considerable control 
of corporate financial policies in the regulations pecprouenying 
corporate income taxes, 

In the states, a number of attempts at nonfiscal taxation si 
as anti-chain-store levies have been prevented because of Fed- 
eral or state unconstitutionality. It is, however, evident that 
the desire as well as the opportunities for effective regulation 
of economic and social policies through nonfiscal taxation is 
not great in the case of the states. Any limitations on state 
action appear to be desirable, since individual efforts on the 
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part of the states would introduce complications and difficulties 
in economic affairs, not only because of the national unde- 
sirability of some of their policies, but also because their juris- 
dictions do not conform to economic areas. As long as the 
rigid interpretation of the Interstate Commerce clause holds, 
states and localities can touch only a constantly decreasing ele- 
ment of economic affairs which they might find administra 
tively, if not legally, within their jurisdiction. In general, the 
use of taxation as an instrument of control is difficult when 
working with multiple jurisdictions, and in the absence of any 
codrdination of taxing policies among them. In addition to 
conflicting and multiple taxation, there is {requently a tendency 
on the part of the civil divisions to nullify Federal tax policy. 

Among limitations on the use of taxation as an instrument 
of control we find the more specific constitutional and statu. 
tory restrictions on the type of fiscal taxes which may be levied. 
The tax immunity granted to the instrumentalities of the polit- 
ical subdivisions, as well as several other aspects, place consider- 
able limitation on the effectiveness of certain Federal taxes. In 
general, Federal taxing powers are broad. 

It is with respect to the states that a bewildering array of 
constitutional and statutory barriers has arisen, ‘The first diffi- 
culty is found in the cumbersome specification of detail, instead 
of broad principles, which has entered into the constitutions. 
As a result, minor provisions which soon become out of date 
and unworkable remain rooted as basic laws and cannot be 
changed unless the machinery- for constitutional amendment 
is put into force. There is a failure to recognize the proper 
sphere of statutory and constitutional law. There is also the 
problem of several specific tax clauses which are cluttering 
state constitutions, One is the so-called uniformity clause 
which in its typical form states that “all taxation shall be equal 
and uniform.” This rather harmless-sounding injunction 
against inequality and discrimination is a most potent limita- 
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tion against the adoption of a sound and workable tax system. 
With respect to the property levies it prevents the adoption 
of a classified tax which could adjust its rates to various 
types of property in relation, for example, to income-yield 
features or their subjection to other taxation. These uni- 
formity clauses have also proved a barrier in the adoption 
of progressive income taxes. Some fifteen states have such 
rigid provisions and several others have amendments which 
refer only to specific levies and which stand in the way of 
other taxes not mentioned in the amendment. 

Two other common types of constitutional restriction deal 
with the property tax, One is the rate limitation which limits 
indirectly a use of the spending power and prevents a free 
adjustment of tax rates to changing economic conditions, It 
is usually a device whereby powerful and organized real prop- 
erly groups restrict their own taxes. Another problem is the 
existence of homestead exemptions. These are devices used 
to limit the value of property which is subject to taxation. 
Finally, in the case of some states such as Florida with its pro- 
hibition of income taxes, the states close their doors against 
specific types of taxation, Usually the most socially desirable 
types of taxes have been excluded, It can be seen, therefore, 
that together with our inadequate knowledge, our multiple 
and competing jurisdictions and the legal limits on the exer- 
cise of the taxing power create an effective obstacle in the path 
of developing a tax system designed to favor economic and 
social control. 


Pustic Dents AND Pustic Dent Poticms as Instruments 
or Fiscan Controu 


Public credit operations have traditionally been allocated to 
the sphere of extraordinary finances. It has been obvious for 
a considerable period, however, that we must either revise our 
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criteria for exceptionality or concede a permanent and impor- 
tant place to extraordinary elements in our fiscal system, 

We recognize today several purposes, other than wars, for 
which resort to borrowing is frequent. One of these, the use 
of the public credit to defray the cost of capital outlays, has 
been very important in the operations of the civil divisions. 
The states and localities in this country have only very recently 
extended their credit operations beyond this category. Another 
recognized need for borrowing, creating chiefly short-term in- 
debtedness, is found in connection with the necessity for bridg- 
ing the gap between current receipts and outlays. The failure 
of plans to retire revenue anticipation obligations within their 
planned short maturities has led to the creation of long-term 
debts, We frequently find tendencies to refund these short- 
term securities instead of retiring them. The result is similar 
to a planned emission of the longer-maturity bonds for deficit 
financing purposes. 

Deficits have always been a feature of government finances, 
but the relative and absolute growth of the fiscal systems in 
the general economies and the decreasing importance of non- 
debt measures which are available for financing have tended 
to create an important réle for debts related to peace-time 
deficits, 

Each type of purpose has contributed to our public debts, 
which are now approaching a volume of sixty billion dollars 
if we include the 4¥4-billion-dollar contingent debt of the Fed- 
eral government. The increasing of this debt, its existence 
entailing vast service charges, the assets it creates, and the 
process of retirement are elements which have a large share in 
determining the economic influences which our fiscal system 
exercises. 

The Federal debt, now at an all-time high of over 34 billions, 
was only slightly in excess of one billion in 1913. During the 
War and the immediate post-War period, it grew to 26 billions. 
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In the period between the end of the War and the recent depres- 
sion a retirement of a portion of the Federal debt is believed to 
have contributed to the progress of the economic expansion by 
its allocation into capital-formation channels of taxed current 
income. Since 1932 we have witnessed the powerful growth of 
the debt and the economic influences which loan expenditures 
have exercised. 

In the decade following the close of the War the states and 
localities borrowed between one billion and 1 billion dollars 
a year. Since 193r the annual borrowings of the political divi- 
sion have been less than a billion dollars, with a low of only 
520 million, reached in 1933. Before 1931 the annual volume 
of retirements did not exceed 500 million dollars. Since then 
it has been greater, and in 1933 the total of 546 million dollars 
retired, exceeded new issues. 

Capital construction, highways, school buildings and general 
improvements have accounted for all but a negligible portion 
of the pre-depression borrowing, Since 1932, a new orienta- 
tion is noted in the fact that the states have borrowed for the 
financing of unemployment relief and other functions not 
directly relating to public construction. In spite of increased 
state borrowing the localities still account for the bulk of the 
non-Federal government bonds. 

With respect to the usefulness of public debt operations as 
devices for the control and regulation of social and economic 
affairs, it should be noted that an extension of credit to finance 
expenditures opens to the government the same avenues which 
have facilitated the existence of powerful and controlling pri- 
vate economic forces. The ability to borrow has, furthermore, 
enlarged the scope of the public finances by relieving them of 
the restrictive limitation which pay-as-you-go policies indicate. 
Vast economic projects, opening a broad possibility for inter- 
ventionary policies, have been recognized in ‘recent years as 
feasible because we tolerate annual public debt increases which 
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are totally out of proportion to our ideas regarding the burden 
of taxation, Social control of the creation and use of capital 
places discriminatory burdens on different privately selected 
allocations of capital. This has been interpreted as indicating 
that “there is almost no limit to which the state may not go in 
directing the type of utilities which are to flow from the whole 
productive process.” The absence of checks on governinent 
expenditures, such as are created by obstacles in the path of 
increased taxation, are to be noted. Through our modern 
banking and monetaty systems we are able to expand credit 
for the purchases of governmental securities. We thereby 
open opportunities for expansion beyond those that would be 
accessible if borrowing weie restricted to the transfer of 
accumulated wealth, 

A popular theory involves the creation of bank credit to 
finance the purchase of government securities, Stated in the 
most simple terms, ““The pump priming’ theory contends that 
through public spending of borrowed money during a depres- 
sion additional credit reserves are dirccted into active pur- 
chasing power, and that the increase in purchasing power 
and production, for instance an increase in the yearly national 
income, is larger than the additional amount spent by the 
government.” *' The so-called cumulative effects which the 
loan-financed outlays create are responsible for a stimulation 
of economic activity, which could not be brought about by 
using existing accumulations of capital. Critics of the expan- 
sionist theory point to the potential inflationary menaces which 
grow out of the excess reserves creates by reserve bank pur- 
chases of governmental securities. It should be recalled that 
from an historical point of view, the incurring of large public 
debts has been actively linked to periods of economic expan- 
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sion and not infrequently associated with inflationary booms 
and subsequent collapses. 

Limitations on the borrowing of the states and localities may 
be segregated in terms of legal and economic potentialities. 
The former are presented by the existing body of constitu- 
tional restrictions which in almost every jurisdiction have been 
designed to prevent an expansion of state and local debt. 

The legal limitations restrict the amount which may be 
borrowed and also the puiposes for which debts may be 
incurred, and create considerable time-lags in the execution 
of any desired loans by virtue of the procedural limitations in 
the path of modifying the almost prohibitive restrictions. The 
original restrictions were placed in the state constitutions 
after a disastrous experience in state participation in economic 
expansion, and the constituuons with the amendments 
adopted since then have, to a large extent, continued the 
same attitude, 

The economic limitations exist in many communities because 
of an absence of a desirable credit rating, default history, inade- 
quate tax systems, or because of general economic conditions 
which do not warrant the support of public debts, Further- 
more, our bank practices do not admit for non-Federal securi- 
ties the operations in which the Federal obligations may share. 
The fact that the Federal government alone is both inclined 
and in a position to borrow in great amounts indicates another 
trend leading toward a centralization of our fiscal system. 


Exrraorpinary Fisca Mgasures 


There remains a range of fiscal operations which are un- 
doubtedly still extraordinary in character. These include the 
sale of government assets, forced loans, capital confiscation, 
nationalization of property or specie, monetary devaluation and 
large-scale foreign borrowing. ° , 

The recent financial history of this country has given us * 
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some insight into their variety and their magnitude, and in a 
few instances has indicated their economic potentialities. The 
decrease of the gold content of the dollar created a fund of two 
billion dollars, roughly equivalent to six months’ Federal tax 
receipts under ordinary conditions. Our other extraordinary 
devices of a similar nature are designed primarily for foreign 
exchange control of the external and internal value of our 
currency, increasing consumer’s purchasing power, and 
other policies that indicate a vast field for efforts towards 
intervention. 

The scope of policies which can be brought about by tax 
reforms and by modest expenditure programs are indeed 
limited as compared with those achieved with tools made 
available by public credit and extraordinary fiscal operations, 
. For purposes of this discussion, aims are classified in terms 
of efforts toward economic stabilization through the smoothing 
of business cycles, and through general economic and social 
reforms,”* 


Economic SvABILIZATION 


A cyclically modified fiscal policy involves a regulation and 
control of private economic activity, primarily in boom periods, 
and a replacement of private by public activity, primarily dur- 
ing depressions, In connection with the above mentioned dual 
character of interventionary policies, two types of programs 
may be noted. The first involves the stabilization of govern- 
mental finances, It is assumed that prevention of any undue 
fluctuations of the fiscal system adds to general stability. Sec- 
ondly, we find the use of the fiscal system to coerce private 
activity into channels not likely to increase booms, or to retard 
spontaneous or government-induced recovery. A complete 





18 See Dora Schmidt, Nrcht-fiskalische Zwecke der Bestenerung, J. C. B. Mohr, 
Tubingen, 1926, and Mario Pugliese, La Finanza e + suor Compits Extra-fizeali, 
Cedam, Padova, 1932 (passim). 


J. WILNER SUNDELSON 527 


separation of these two types of policies is, however, not feasible, 
since financial policies at all times exercise fiscal and nonfiscal 
influences, 

With respect to the first type of objective, the following 
boom-period policies for public expenditures have been recom- 
mended: 

(a) Discouraging the adoption of expenditure structures im- 
possible to maintain during depression, 

(2) Preventing governmental expenditure from entering 
into channels which accentuate private economic inflationary 
tendencies. 

(c) Including among expenditures those necessary to liqui- 
date recovery efforts made during previous depressions. 

With respect to boom financing programs the following 
have been recommended: 

(a) Avoidance of any methods leading to undue credit 
expansion, 

(6) Maintenance of high levels of current revenue yields. 

(¢) Avoidance of tax policies, the economic reactions of 
which tend to accentuate private inflationary tendencies, 

While none of these objectives appears to meet with obstacles 
of a legal nature, it does not seem likely that governments will 
be able successfully to plan and carry out such policies. Gov- 

-ernments and those who direct their fiscal policies are subject 
to the same psychological impulses which motivate private 
behavior. Consequently a continuance of depression policies, 
with their large benefits and limited tax burdens, may be 
sought. It is believed that political factors will make it impos- 
sible to achieve any qualitative or quantitative contro! of expen- 
ditures during booms, Because of conclusions regarding their 
fixity of outlays, theories using classifications of expenditures 
on the criteria of urgency or postponability are not convincing, 
It is with respect to public works that a retardation and post- 
ponement of as much of boom period activity as is feasible has 
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been adyocated.** It does not seem that political, fiscal or 
economic factors will permit a storing up of certain public- 
works schemes in anticipation of coming depressions. What 
is more likely to happen is that expenditures for public works 
will expand during depressions regardless of whether a specific 
need for projects has been created during the boom petiod or 
whether there has been any postponement or any need for 
such projects. 

One need not hesitate to predict that governments will 
actively intervene, with their fiscal systems as well as with all 
other devices at their disposal, to defeat the progress of severe 
economic depressions and to hasten and facilitate recovery. 

The consensus of opinion with respect to expenditures during 
depressions considers it desirable: 

(a) that governments maintain thei: levels of purchases, 
employment and transfer payments. 

(2) that governments embark upon increased capital ex. 
penditure programs, 

(c) that expenditures be designed to effect specific changes 
desirable for recovery. 

With respect to the relief and recovery expenditutes which 
are recommended, their chief purposes are to stem deflationary 
tides and to facilitate recovery by aiding depressed arcas, groups 
or industries. Particularly an increase of prices, a maintenance - 
of consumer purchasing power, and a stimulation of the nor- 
mally depressed construction and capital goods industries 
should be sought, Further aims advocated consist of aids to 
debt-ridden classes and government expenditures for the relief 
of the unemployed in the form of direct material or money 
relief and work relief or government sponsorship of private 
projects designed for reémployment. Few groups in the coun- 
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try still advocate the classical retrenchment and deflation 
remedies as the necessary cures for a bloated economy. 

Previous discussion of the use of public borrowing as a 
fiscal instrument of control has indicated the scope for public 
operations during depressions, It is evident that governments 
cannot and should not attempt to adjust tax yields to depres- 
sion needs, Tax systems have shown themselves to be extreme- 
ly sensitive to depression influences. Unless a tax base includes 
within itself some balancing provisions (z.¢., averaging income 
over a period of years) the tax yield can, after the elimination 
of time-lags, behave no better than the tax base, Adequate 
taxes must be levied on large masses of people or on consump- 
tion, In the line of traditional concepts of justice, ability-to- 
pay, and progression, the choice becomes onc between a good 
tax system and a tax system possessing a small degree of cycle 
sensitivity.” Unless we discard our theoretically ideal norms 
of taxation and abandon the taxes built upon them, reserves or 
some variation of borrowing must be employed to help main- 
tain expenditure levels.** 

With respect to the use of fiscal policies designed to combat 
the progress and the incidence of business cycle fluctuation a 
large number of policies have been recommended, ‘Taxes 
designed to control capital accumulations and their allocation 
to control production, prices, wages, and employment, and to 
regulate the other factors which contribute to the progress of 
undue business expansion, may assist in avoiding inflationary 
upswings, A general tax philosophy favoring private expendi- 
tures for consumption goods and discouraging investments for 
capital expansion has been recommended. The Revenue Act 
of 1936 and its discouragement of undistributed corporate 
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profits isa case in point. During depressions the possible scope 
for coercion through nonfiscal tax policies is great. By means 
of specific taxes it is possible to encourage the maintenance of 
private employment and to further activity in particular areas 
or industries, 

It should be remembered that one of the main disadvan. 
tages under which our economy operates during the progress 
of a business cycle is the unpredictable nature of its intense and 
unevenly distributed characteristics, Lags and uncertainties in 
the recognition of underlying factors and their manifestation 
militate against a favorable timing and choice of fiscal anti- 
cycle policies, It is obvious, therefore, that such programs: 
which, through elaborate legal and other methods, restrict 
future fiscal activity to a predetermined course are highly unde- 
sirable. Steps should be taken toward the adoption of a sound 
economic and equitable tax system and flexible and efficient 
budgetary mechanisms. 


REDISTRIBUTION OF WEALTH 

By accepting the desirability of ability-to-pay principle and 
by the socialized character of our expenditure programs, we 
indicate, at least from a theoretical standpoint, our allegiance 
to fiscal systems designed to redistribute wealth. The extent 
of the desired redistribution varies. At present we appear to 
be satisfied with the milder implications of a moderate tax 
burden, collected only in part from accumulated wealth, and 
large periodic additions thereto, Other objectives which from 
time to time have been proposed involve more extreme forms 
of confiscation and sharing. 

It is extremely difficult to measure the efficacy of our fiscal 
system in achieving a distribution of wealth. Increasing evi- 
dences of government ownership, inflationary price rises hurt- 
ing creditor classes, relief, and other expenditures designed to 
maintain mass consumer purchasing power, social security 
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programs, social welfare expenditure policies, progressive 
income and inheritance taxes and other obstacles to the growth 
of large business enterprises and to the accumulation of private 
fortunes, all evidence redistributive features. On the other 
hand, we note that our tax system tends toward regressiveness 
and that the ultimate incidence of our entire governmental 
program will weigh heavily on the masses. We support gov- 
ernment outlays such as those for armaments which tend to 
enhance private accumulation of wealth. Such features as the 
Social Security program can be shown to weigh heavily on the 
shoulders of those to be benefited. Although adequate statis- 
tical data were not available, one is led to believe that no large 
distribution of wealth is being achieved by our present system. 
There is undoubtedly a large shifting of economic benefits 
between groups, areas, industries, and individuals, but no 
appreciable evidence that a prominent enhancement of income- 
producing ability for the masses has been created. 

One is tempted to believe that there will be no success with 
fiscal devices as long as they attempt to correct manifestations 
of existing and operating inequalities and tend only to mitigate 
the incidence of a maldistribution rather than to modify its 
underlying conditions. As long as we operate in a society 
which tolerates private ownership of the means of production 
and monopolistic price tactics, and in general uses no other 
powers to prevent the inevitable results of such institutions, the 
influences of a fiscal system can be only partly successful, 


ConsuMPTION AND Propucrion ContRoL 


The control of consumption policies by means of taxes is 
well established in this country, through the prominence of 
tariffs, excises, specific and general sales and commodity taxes. 
We have, furthermore, a large element of sumptuary taxation 
designed to encourage or discourage specific consumption 
habits. The Federal government's campaigns agains narcotics 
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and phosphorus matches and the taxation of oleomargarine, 
sponsored by the dairy industry, are well known, With respect 
toa heavily taxed commodity, alcohol, one is inclined to believe 
that the pressure for revenues, the inelastic nature of the 
demand and the danger of bootlegging has prevented the tax 
system from being a too-effective incentive toward temperance, 

We levy nearly all of our important consumption taxes, with 
the exception of the few already enumerated and certain speci- 
fic processing and import tariffs, to raise revenue, If, however, 
as a feature of a planned economy we desire to divert consumer 
purchases into specific channels, there is a great scope for the 
use of the fiscal system. It is evident that in the case of articles 
with readily available substitutes or with elastic demands, a rise 
in price to the ultimate consumer tends to discourage consump- 
tion, In so far as we can prevent tax evasion through smug- 
gling and bootlegging, a tax can definitely influence consumer 
choice. The use of devices such as exemptions from general 
taxes, or specific tax and expenditure combinations designed 
to facilitate merchandising, are practicable. 

For the control of production, a large variety of interven- 
tionary devices are found available even within the limited 
framework of our existing economy. The coercive powers of 
taxes on the location, volume and methods of private produc- 
tion are large. Under the late AAA program, and in Eng- 
land and other countries, combinations of expenditure and tax 
programs or individual taxes and subsidies designed to favor 
or hinder specific types of agricultural production or exchange 
are noted. The encouragement or discouragement of capital 
accumulation and the regulation of the flow of funds toward 
specific industries or regions of units of particular sizes again 
represent measures which affect the nature of production. We 
have long known tax exemptions and tariffs to favor new 
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industries, or to attempt to lure them into specific areas. ‘Tax 
concessions have always been made to socially favored produc- 
tion groups. 


Arine SmatL AND Weak. Economic Unrys 


A link to the desire both for production contro] and for a 
redistribution of wealth is found in the very widespread use 
of a fiscal system to favor less powerful economic units, Taxes 
are frequently levied with an eye to aiding small-sized inde- 
pendent producers and merchants. The introduction of pro- 
gression in the case of income taxes, anti-chain-store levies, 
exemptions for small business units, discouragement of Se 
saving, and a host of other devices are known, ‘The ‘ie ak the 
fiscal system in limiting the expansion of public utilities ana 
of holding companies is another example, 

We must recognize that size does not indicate ownership in 
wealthy hands, and that there is no predictable relation to be 
found between size and relative earning capacity, In addition 
to its revenue-raising potentialities, progressive income taxation 
of corporations, therefore, must be interpreted as q device to 
penalize size. Although the states have had some difficulty 
with anti-chain-store taxation there is no reason to believe ‘hak 
legal limitations exist which restrict a tax program designed 
to aid and encourage smaller units. 


DemocraPHic ContrRoL 


An interesting group of fiscal devices tending to combat 
declining birth rates have been adopted in many countries, 
Tax systems, in their efforts to adjust tax burdens to economic 
status, have always favored large families and haye recognized 
deductions and exemptions for married individuals, A more 
specific orientation of the tax system toward population control 


534 CONTROL AND THE FISCAL SYSTEM 


is found in France, Germany, Italy, and more recently in 
Soviet Russia. Foreign experience has not indicated any 
marked success of the tax incentives for the “joys of domestic 
bliss.” The use of subsidies, grants and loans which Germany 
has adopted along with other nonfiscal pressures has proved 
more successful, In general, constructive assistance in the form 
of cash aids those marriages which are planned but which are 
hindered by economic forces. It is doubtful whether these 
cash payments act as the incentive to marriages, or, as in the 
case of France and Italy, as incentives toward large families. 
Our efforts in this direction are almost unknown since our 
social pressures in combating bachelorhood are not govern- 
ment-sponsored, It appears, also, that coercive influences other 
than the fiscal system are and will be more effective. 

A number of particular objectives not mentioned or not 
capable of being included in the above mentioned groups are 
known. Policies designed to foster nationalism have not been 
treated. No mention, for example, has been made of the pro- 
posed use of the tax system to destroy war-time profiteering 
or economic incentives favoring war. 

It is considered conceivable that almost any social and 
economic change can be encouraged or accelerated, or pre- 
vented or hindered by the use of some fiscal device, Much 
can be changed, if not regulated and planned, by means of 
the fiscal system, 


Fiscaz RerorM anp SocrAL anp Economic Conrrot 


The discussion of the attempts which have been made to 
regulate economic and social conditions by means of the fiscal 
system has brought to light many hampering difficulties. In 
terms of these limitations, as well as of a reorganization of our 
final structure, the following reforms are suggested: 
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Modification of Federal, state and local fiscal relations 


We have already noted marked trends toward centralization 
and a subordination of local interest to the control and admin- 
istration by jurisdictions covering greater economic areas, 

The crediting device has successfully achieved uniformity 
with respect to inheritance taxes, It has recently been tested 
with payroll levies. In a number of minor fields concerted 
action by groups of states has been noted. The actual degree 
of coordination achieved either through uniformity or integra- 
tion, however, is negligible. A vast program of tax revision, 
of re-allocation of functions, and of coérdinated borrowing 
must be undertaken. There is no dearth of suggestions for 
policies to be adopted.” 

Integration and coordination are not per se a desirable con- 
dition, In Australia and Germany ‘the codrdination systems 
proved a source of political and economic difficulties. Slow and 
carefully planned reform is essential. 


Modufication and reinterpretation of constitutional restrictions 
on taxing, borrowing and spending powers 


The present federated structure and its fiscal implications 
are firmly rooted in constitutional principles, and it is doubtful 
whether any substantial codrdination can be achieved without a 
modification of constitutional restrictions. There are also other 
reforms which must be considered. In the case of the Federal 
government a widening of nonfiscal taxing powers and a 
removal of the implied immunity of governmental instrumen- 
talities are necessary. + 

The states should modify their constitutions and relieve 





19 R, M. Hag, “The Coordination of Federal and State Tax Systems,” in Proceed- 
ings of the Natonal Tax Assoctation, 1932, pp. 220-235, and J. W. Martin and 
others, Conflicting Tasation. Ameuican Legislatois Association, Chicago, 1935; 
(passim). 
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themselves of the limitations preventing their adoption of 
equitable and orderly fiscal systems, While onc cannot recom- 
mend a wholesale abolition on borrowing restrictions, modi- 
fication and codrdination with modern economic and fiscal 
conditions is recommended. 


General revision and reform of fiscal systems 


Within the framework of existing sestrictions, it is not impos- 
sible for a vast improvement in present conditions to be 
achieved. Our use of legal powers has not been extended to 
the limits or in the direction for which it is best adapted. 
This is tue with respect to the character of expenditure pro- 
grams, tax systems, borrowing practices and budgetary proce- 
dures and mechanisms. 

A further extension of the ability-to-pay principle, an aban- 
donment of specific-use funds and the adoption of improved 
budgetary techniques and controls lie within the needed and 
possible scope of action of all our commonwealths in one 
degree or another. 

Rigidities, overlapping, and multiple taxation, absence of 
uniformity and the existence of competitive practices are but 
a few of the conditions which must be modified, 


Development of fact finding agencies and development of an 
enlightened fiscal leadership 


The failure of our fiscal systems to conform to reasonable 
standards of efficiency and equity must be shared by all, 
including government executives, legislatures and adininis- 
trators and the voting and taxpaying public. «The ability of 
such weird notions as single tax, share-the-wealth and some 
fantastic old-age bonus schemes to exist are symptomatic of 
ignorance and gullibility on the part of the electorate, 

We fail to benefit from existing information, nor do we 
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make the necessary contributions Lo our existing body of facts. 
Fiscal statistics are characterized by inadequacy, inaccuracy, 
and time-lags, which make it difficult for those guiding fiscal 
policy to comprehend the results and accomplishments of 
recent programs, 

In spite of’ the obvious character of our fiscal system, the 
science of public finance has not aided in clarifying the reac- 
tions of fiscal policies on economic affairs. Only recently have 
fiscal scientists in some quarters begun to base their theoretical 
study on the existence of important causal relations between 
the fiscal system and economic institutions. The newer 
science recognizes the existence of powerful legal, political, 
and sociological factors as well as economic forces. Until we 
are capable of understanding and interpreting economic and 
fiscal behavior and their interrelations there is small likeli- 
hood of a successful adoption of the fiscal system for economic 
control. The further development of a newly orientated fiscal 
science will aid greatly in the solution of our problems. 
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Cuapter XIV 


PLANNING AND CONSUMPTION 
(i) 
Planning and Free Enterprise’ 


Harlow S. Person 


With clarity and penetration Adam Smith observed that 
“consumption is the sole end and purpose of all produc- 
tion; .. . the interest of the producer ought to be attended 
to only so far as it may be necessary for promoting that of 
the consumer.” In spite of Adam Smith’s emphatic state- 
ment, the strategic position occupied by the consumer is 
only belatedly beginning to receive attention, Until re- 
cently world industry has been busy opening and develop- 
ing new markets—for the United States west of the 
Mississippi; for Western Europe among colonial posses- 
sions and economically less advanced peoples. Under such 
conditions industry has for a century enjoyed a sellers’ 
market—demand has been greater than capacity to supply, 
Recent changes—~progress in technology and increase of 
productive capacity—have caused a shift generally from a 
sellers’ to a buyers” market, and have compelled competi- 
tion for consumers’ favor. 

Under such conditions tsound socio-economic planning 
must make ascertainment of consumers’ choices its start- 
ing point. Even unorganized consumption has in the large 
been the ultimate determinant of lines of production. IfY 
organized—and there are signs of development in that 
direction—the power would be tremendous, and might 
compel fundamental alteration in the structure of free 
enterprise—F. M, i. 


t Reprinted from Suavey Graphic, Vol. XXV, No. 4, April 1936, by spectal permis- 
sion of the editors, Dr. Petson, and the editors of Plan Age, where the article first 
appeared in its complete form. 
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HE pRropuctr who made a line of goods to please him- 
Ts and expected the consumer to accept it is obsolete. 
He belongs to the era of a scarcity economy. During the 
past fifteen years the trend in management has becn toward 
analysis of consumer desires and choices, market analysis, 
flexible production schedules, continuous modification of them, 
hand-to-mouth purchase of materials, stock contiol, and so on, 
in order to avoid frozen inventories. On a consumers’ market 
the kingship of the consumer has become a reality. Some pro- 
ducers have arranged for continuous reports from retail outlets 
concerning the changes in salability of items, and many have 
statistical departments engaged in continuous analysis of orders 
to procure running curves of item sales. Production schedules 
are controlled and periodically changed in the light of these 
analyses, 

Any national planning whose objective is “to give the Amer. 
ican people the highest possible material and cultural standard 
of hving” is confronted by essentially the same problem. With 
an exception to be noted, it is not at all a matter of telling 
consumers what they may have; it is a matter of ascertaining 
what they desire’ The highest standard of living will be more 
surely achieved by basing plans on frec individual choice. The 
planning must promote opportunity for intelligent choices, of 
course, chiefly by controls that compel producers to present 
specifications of products, especially those that are synthetic, 
as the greater number now are. Therefore one part of the new 
planning institution must be concerned with ascertaining con- 
sumer choices among the items offered by industry. This is 
the opposite of regimentation of consumption. 

The exceptions to free choice would result from a policy of 
conservation of non-replaceable assets and provision for their 
wisest long-run use. These assets would probably not be 
numerous, but with respect to them policy and action would 
have to be positive, It might involve public ownership, or 
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establishment of quotas for private owners, or control through 
prices, In the field of land use it might involve zoning, and 
coérdination of the uses to which various areas ate devoted. 
This would result in limitations to freedom of use by owners 
of certain resources, but not in regimentation of consumers 
and producers generally in any fundarhental way. 

It is in the field of planning stability of purchasing power 
that institutional planning would find its most strategic prob- 
lems and its greatest opportunity, Here regimentation as , 
generally understood would be limited; regulations restricting 
freedom of certain individual activities would be required, but 
these would not properly be characterized as constituting regi- 
mentation. 

Aggregate nominal purchasing power would, of course, be 
a function of production and exchange, and would depend on 
aggregate production of commodities and services desired, | 
exchanged and consumed, This production would be the 
automatic product of the entire planning process, The more 
nearly production meets demand, in detail and without waste, 
the greater the aggregate nominal purchasing power. 

However, the cffectiveness of nominal purchasing power 
depends primarily on its distribution among consumers; par- 
ticularly the relations of wages, dividends, interest and rent,“ 
the proportions devoted to needed investment spending and 
to consumer spending, the stability of the price level, and the 
flexibility of the whole price structure. 

These are not unit factors; they are compound. Many other 
more nearly unit factors must be controlled through general 
and specific regulations to bring about suitable circumstances 
with respect to each of these: management or regulation of 
the currency, banking generally, credit, investment, taxation, 
and price relations within the price structure. Regulation of 
price relations would of course offer the greatest difficulties 
and would probably require public ownership and operation, 
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of many basic services and industries, including particularly 
those that are monopolistic when privately owned, as evidenced 
by the relation between rigidity of price and flexibility of 
production (employment). In other instances general direct 
regulation of basic industries might be necessary—limited-divi- 
dend private corporations. In still others the yardstick principle 
might have to be expressed through competing public enter- 
prises. What, when and how can be determined only after 
planning has been begun; until planning has been under way 
all the pertinent data will not be available for these deter- 
minations. 

This matter of data is fundamental. It may be true generally 
that those who gather data are not good at determining policies 
and formulating plans; the functions require different orders 
of talent. But this generalization should not be pushed too 
far. The two orders of talent are supplementary, and each is 
incomplete without the other. One of our greatest financier- 
industrialists—exaggerating for the purpose of emphasis—once 
said that he no longer has to make decisions; “The planning 
people do that for me.” What he meant was, of course, that 
the area within which he has to use his ripe judgment is 
delimited by inescapable conclusions presented by the planning 
data; that he can focus his mind strictly on making judgments 
and does not have to complicate his problem by guessing at 
the facts, 

The experienced industrial engineer who inspects a planning 
room does not attach major importance to the presence of 
conventional functionaries—heads of routing, scheduling, 
order-of-work and other units. He asks to see the data files, 
The quantity, quality and organization of data, not primarily 
the functionaries, tell him whether effective planning is likely 
to be realized in that enterprise. Bills to set up such a unit so 
far have come vainly before Congress and much discussion 
has overlooked that fundamental necessity. 
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So it must be in socio-economic planning. Before those 
agencies which are to determine policies and formulate plans 
can do either of these effectively—let us assume they are the 
administration and the Congress—there must be basic data . 
relative to their problems available, These data must be cur- 
rent and must reflect the continuous changes of a dynamic 
society. Only a functionalized planning unit can procure, 
classify and analyze them. 

The strategic points of planning lie in the field of consump- 
tion rather than in the field of production, and in this field 
there is apparently only moderate call for regimentation in 
the nature of immediate and direct control of individual enter- 
prise. It is reasonable to expect also that, given the general 
controls necessary to carry out plans for promotion of indi- 
vidual choice in consumption and ascertainment of current 
trends therein, and for maintenance of widely distributed pur- 
chasing power, there need be little direct control in the field 
of production. 

In production, as an experimental beginning at any rate, 
individual initiative as a great economic force should be 
allowed a fairly open field. Given complete public informa- 
tion concerning the course of voluntary demand among the 
items offered for consumption, and the relation thereto of the 
existing production capacity for each line; and given also 
controls that would keep investment spending and consump- 
tion spending in balance, regulate the issue of new securities, 
maintain a stable general price level, and promote flexibility 
within the price structure, individual initiative in production 
could apparently be considered a beneficent force in the 
achievement of a high standard of living for a people. One 
can envisage on the foundation of controlled service enterprises 
and basic-materials industries a great superstructure of free 
enterprises, most of them small or medium-sized in nature, 
that produce and offer goods having individual use and style 
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characteristics—a superstructure of highly productive competi- 
tive industry resting on the foundation of controlled basic 
service and materials enterprises. 
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(ii) 
The Consumer 
A, A, Friedrich 


During the last fiftuen yeais increasing emphasis has been 
placed on the need for analyzing consumers’ desires and 
choices as they affect particular markets, with a view to 
making production meet the demands of consumers. Yet, 

(planning in behalf of the consumer goes much farther than 
a regard for the interests of consumers, Consumers are re- 
lated to the economic processes, not merely as buyers and 
users of goods but as producers and money-makers. Pos- 
session of income is the prerequisite to consumption, for 
this obvious reason, Planning for the consumer necessatily ., 
involves a consideration of many phases of the whole eco- 
nomic process; stabilization of employment, of income, of 
the purchasing power of money are all parts ofa program 
of consumer-planning, If the wider implications of con- 
sumer-planning are to be fully realized, consumer protec- 
tion may require the acceptance of “the recurrent idea of an 
economy controlled for consumption ends... . But the 
problem is here to stay, and the tice will bear the idea back 
again until it, too, will be here to stay as a new common- 
place in a changing world.” '—F, M.) 


ie ITHIN recent years there has developed a growing inter- 
\¢ est in the problems facing the consumer as a buyer and 
user of goods.’ Yet if the importance of a problem be measured 
by the amount of agitation and action it engenders, consump- 
tion is still one of the lesser of the economic problems that 
plague the modern world. There are no aroused groups of 
consumers with organized strength equal to that of the Cham- 


1 Robert §. Lynd, “The Consumer Becomes a ‘Problem, in The Annals of the 
American Academy of Political and Social Science, “The Ultimate Consumer," Vol. 


173, May, 1934, p. 6. 
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bers of Commerce, of employers’ associations, trade unions, and 
farmers’ alliances, but there is a growing body of consumers 
who, although lacking a clearly defined conception of their 
difficulties and the reasons for them, are increasingly irritated 
with the tactics of competitive advertising and salesmanship. 
This would seem to be a reasonable conclusion from the wide 
circulation which the various “consumer” books, particularly 
those attacking high-pressure salesmanship and advertising, 
have attained, 

If we use the woid “movement” broadly and loosely, how- 
ever, we may speak of the “consumer movement.” There is a 
loose agglomeration of individuals and groups who are bel- 
ligerently “consumer-minded.” Although the activities of these 
groups and individuals are dispersed and uncodrdinated, there 
is a common insistence that the interests of the consumer should 
be regarded as paramount to all other economic interests and 
that business and industry exist to produce what consumers 
want. There is further agreement that consumers under pres- 
ent conditions are exploited by business men. Governmental 
authorities, while aiding business interests to the disadvantage 
of consumers, it is charged, are generally indifferent, at times 
hostile, to consumers and apathetic to their difficulties, Lastly, 
it is asserted that organization is necessary if consumers are 
to accumulate the economic and political power necessary to 
redress the present unfavorable balance. 


Tur ConsUMER AND THE TRADITIONS OF PoLtticaL AND 
Economic THINKING 


The idea that the interests of the consumer are superior to 
the interests of producers is an axiom of traditional social and 
economic thinking. “Consumption,” said Adam Smith, “is the 
sole end and purpose of all production; and the interest of the 
producer ought to be attended to only so far as it may be neces- 
sary for promoting that of the consumer. The maxim is so 
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perfectly self-evident that it would be absurd to attempt to 
prove it.” 

It is also traditional to believe that the superiority of compe- 
tition over alternative economic systems is ultimately proved 
in the advantages which competition offers consumers. Self- 
interest, Adam Smith argued, is the strongest of human mo- 
tives, and the competitive system harnesses self-interest of pro 
ducers to serve the consumer. Under perfect competition, 
it is to the self-interest of producers to utilize their productive 
capacity to the fullest possible extent, thus assuring consumers 
a maximum supply of goods. Consumers, moreover, occupy a 
strategic position in the competitive process. By following their 
own self-interest in buying only what they want and by with- 
holding their funds when the goods or the price does not 
suit them, the consumers, it is asserted, control the process of 
production. 

The manner in which the competitive system is supposed to 
accomplish this result can be fully described only by a compli- 
cated analysis of market forces, Briefly, the operation of these 
forces can be summarized as follows: 

Entrepreneurs or business men with capital to invest (this 
capital representing either their own savings or such funds as 
they are able to borrow) are eager to place their capital in the 
most profitable employment. This leads to a crowding of 
capital and labor into those fields in which the margin between 
price and cost 1s greatest, that is to say, into those fields where 
the consumer’s money evaluation of the product is highest rela- 
tive to its cost. If it can be said that the prices which consumers 
are willing to pay represent the relative worth of the goods to 
them in satisfying their wants, the statement may be general- 
ized to read: the lure of profits leads business men to concen- 
trate production in the fields of greater consumer usefulness, 
Such concentration of production, moreover, increases the sup- 
ply of such goods and tends to bring prices down to the cost of 
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production, In the long run, therefore, consumers in a com- 
petitive society may expect to get goods at cost, 

Competition between rival producers compels each producer 
to practice the maximum efficiency of which he is capable in 
the use of raw materials, machinery, equipment, and labor, 
This compulsion to efficiency arises, on the one hand, from the 
fear of failure if the producer does not make himself efficient; 
on the other hand, successful achievement of a supctior level 
of efficiency promises him superior profits. Individual pro- 
ducers, therefore, eager to maximize their gains, constantly seek 
to extend the market for their goods at the expense of rival 
producers by greater efficiency which puts them in the favor- 
able position of being able to offer to consumers goads of better 
quality or at lower prices. 

In this scheme of things, the consumer is assured of an ever- 
increasing supply of goods at progressively lower prices or of 
improved quality. As new methods of production are in- 
vented, the consumer is assured that their utilization by business 
men will lead to a general raising of the level of competitive 
efficiency, an increasing plenty of goods, and a rise in living 
standards, The sloughing off of high-cost producers guaran- 
tees to the consumer that the production of goods rests in the 
hands of only those of proved ability. 

Yet under these arrangements, what assurance is there that 
the consumer will not get shoddy or overpriced goods? The 
defender of the competitive faith answers that where neither 
misrepresentation nor fraud are involved, the consumer pos- 
sesses two defenses. First, competition in the long run will 
force price down to the level of cost of production, so that 
consumers will pay only what the shoddy goods cost to make, 
and presumably shoddy goods ate worth their cost of produc- 
tion, In the long run, consumers will get what they pay for. 
The second defense is the consumer’s own knowledge of the 
qualities of the goods he buys, It is assumed that the consumer 


A. A. FRIEDRICH 549 


knows clearly what he wants, that he possesses sufficient tech- 
nical knowledge to know the comparative use-values of the 
goods he considers buying, that he knows the prices asked 
by competing sellers, and lastly, that he exercises reasonable 
care in the purchase of his goods, 

The persuasiveness of this theory of consumer welfare lies in 
the apparent simplicity of the task which confronts the agents 
of government, The government has few duties to perform; 
it need only prevent the formation of monopoly, maintain 
standards of fair competition, and punish fraud and misrepre- 
sentation by sellers. From our vantage point, these tasks may 
seem of such magnitude and difficulty as to be almost impos- 
sible of accomplishment. In the time of Adam Smith, how- 
ever, the situation was quite different. Owing to limitations of 
transport and communication, eighteenth-century markets for 
the most part were local in scope and simple in structure; pro- 
during enterprises were numerous, small in size, and in most 
instances served local markets, Misrepresentation and fraud 
were a matter for the courts to punish when proved instances 
(fraud was then less difficult to prove than now) were brought 
to their attention. Monopoly of any appreciable dimensions 
was usually the result of a direct grant of privilege by the state, 
and this, of course, the state could control by withholding the 
privilege. 

Tt should not be assumed, however, that in Adam Smith’s 
world there was no undetected adulteration, that all goods 
were priced in accordance with correct competitive formulae, 
and that no monopolies existed. The pages of the Wealth of 
Nations bear quite eloquent testimony to the contrary; but it 
was true that the conditions of production were such in the 
late eighteenth and early nineteenth century that competition 
appeared to be a reasonable and sound public policy. 

The foregoing brief sketch represents the high hopes held 
forth for competition by economists of the nineteenth century. 
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Today, while some well-meaning people still offer the doc- 
trines of competition as a panacea for the present ills of the 
consumer, there is a growing skepticism about the competitive 
system. There is an increasing doubt as to whether such “auto- 
matic” procedure does in fact protect the consumer, a question 
as to whether the basic conditions of production arc not such 
that competition as envisaged by the early economists is an 
unrealizable dream. Some economic reasoning strongly sup- 
ports the conclusion that monopoly, rather than competition, 
is in many industries the “natural” state of affairs. Monopolies 
today are strongly established and are perhaps too powerful to 
be dissolved into competitive unils by governmental action. 
There is the further question, whether the consumers, even 
if the old-fashioned competition were reéstablished, would be 
competent to take care of themselves. 


Competition: Fact versus Inga 


Competition works well for consumers, so the theorist states, 
if the consumer is willing and able to exercise reasonable care 
in buying. But reasonable care as a state of mind is insufficient. 
To safeguard the interest of consumers effectively, competition 
must be implemented with a capacity on the part of the con- 
sumers to recognize grades of quality and to measure, more or 
less accurately, their worthwhileness in terms of price. Con- 
sumers, in other words, must know what they are getting in 
exchange for their money, Ifa purchase by a consumer is 
motivated by superficialities, by the color or shape of the pack- 
age, by paid endorsement of a popular socicty matron, or by 
the endless repetition of a trade name or slogan, a poor product 
may and does sell as easily as a product of high quality, and a 
high price meets no greater sales resistance that does a low 
price. 

In such a situation an inefficient producer with an inferior 
product, because of his clever advertising and shrewd merchan- 
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dising, may gain greater profits than a competing seller who, 
although producing a superior product, is less successful with 
advertising. ‘There will be little incentive and less compulsion 
for producers to be efficient and scrupulous. The result, in 
fact, may be quite contrary to that which is expected from the 
workings of a perfect competitive market, In a market where 
the consumer identification of quality is confused or distorted 
by irrelevant distinctions between products, the competitive re- 
sult may be a progressive worsening of the product. Cheapen- 
ing quality, if not pursued for other reasons, may be compelled 
by competitive pressures. 

If consumer buying is to be selective, that is, if it is to reward 
the efficient producer of quality products at low prices and 
punish the inefficient or unsciupulous seller who adulterates his 
products or charges high prices for low-grade merchandise, it 
must be informed buying. Only the economically literate and 
informed consumer can protect his own interests; only a com- 
munity of informed and literate consumers can discipline sellers 
and make certain that their production will be directed into 
serviceable channels. 

What are the facts? The modern consumer is confronted} 
with enough choices to addle the brain of Jove. He is asked 
to choose from a bewildering number of ungraded, unclassi- v 
fied goods, cleverly presented in packages of assorted shapes, 
sizes, and colors, each with some identifying trademark and % 
trade name. According to one study, consumers are really 
asked to choose from 10,000 different brands of wheat flour; 
4,500 brands of canned corn; 1,000 brands of peaches; 1,000 
brands of packaged tea; 500 brands of mustard; and 300 brands 
of canned pineapple.* 

To be sure, each individual consumer is not presented with 





1 George K. Burgess, New York Jom ual of Commeice, June 16, 1928. Quoted by 
Report of Consumers’ Advisory Board of the N.R A on Proposal to Develop Standards 
for Consumer Goods. Dec, 1,,1933: 
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the opportunity of choosing from the entire array of brands. 
This is fortunate! ‘Tio decide on the superior brand of corn in 
terms of price would require, for a family consuming one can 
of corn per day, more than twelve years of experimentation. 
A survey of the buy:ng habits of consumers in the Milwaukee 
market in 1930 showed, however, that the number of brands 
consumers do choose from is sufficicntly great to present a 
genuine problem of comparison. The 5,000 families included 
in the survey used slightly more than 2,300 different brands, 
covering a range of only 39 common articles. There were, for 
example, ror different brands of packaged coffee, 236 different 
brands of tooth brushes, rro different brands of electric wash- 
ing machines, 164 different brands of fountain pens, and 68 dif- 
ferent brands of automobile tires.’ 

It is not surprising that consumers are confused by the array 
of competing brands, Shifting from brand to brand (“con- 
sumer disloyalty,” as the merchandisers characterize it) is 
reported to be on the increase. There is no evidence, however, 
to indicate that this shifting of consumer preferences proceeds 
along lines of intelligent comparison of quality and price; 
consumers seem quite likely to change from products of high 
quality to those of lower quality at the same or higher prices, 
jErratic instability rather than rationally planned spending 
‘characterizes consumer behavior. 

The instability of consumer behavior is due to numerous 
factors, In part, it is due to the fact that consumers do not 
know clearly what they want. It is only in economic copy- 
books that we find consumers highly rational and disciplined 
beings. In actual life they are confused personalities, torn by 
the many conflicts to which the social world and their own 
emotional mechanisms subject them. ‘The urgency of wants 
shifts in a chaotic sequence. For an individual to clearly define 





2 President's Research Committee, Recent Social Trends in the United Stites, Vol. Mi, 
p. 876, McGraw-Hill Book Campany, New York, 1933, 
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and organize his wants calls for a degree of self-knowledge 
that in some cases can be acquired only with the help of a 
psychoanalyst. To translate these wants into a schedule of 
specific purchases of goods in terms of price and quality draws 
upon resources of specialized knowledge not only of the tech- 
nical quality of goods, but of prices and market relations. 
Uncertainty, indecision, and a random of ineffectualness is 
therefore not an uncommon characteristic of consumer buying. 

In part, the instability of consumer behavior is a consequence 
of the effectiveness of the arts of advertising and selling, For 
the greater part of the commodities he buys, the consumer must 
depend upon advertising as the major source of readily avail- 
able information. ‘The relation between advertising and the 
consumer is therefore an important part of an analysis of the 
status of consumers in the modern economic system. 


ADVERTISING AND THE CONSUMER 


The only information which is generally available to the 
body of consumers about the qualities of the product is the 
information which advertising gives. It is necessary then to 
examine advertising briefly to determine whether consumers 
have available the necessary information for careful selection 
of competing brands. 

Advertising is a major industry in American economic life. 
The total advertising expenditures in 1929 were estimated at 
nearly 2 billion dollars, absorbing about 2 per cent of national 
income for that year and amounting to a per capita expenditure 
of about $15.’ This huge development of advertising arises 
from the inability of consumers to buy the output of goods 
which machine-equipped industry can produce, at the prices 
business men ask. This lagging of consumer buying power is 





8 Ibid. p. 2. 
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a function of various factors: of inequality of distribution of 
income, with low income to the masses; of price policies of 
business enterprise attempting to fix high prices by means 
of advertising and other sales devices; more particularly it is 
ithe result of monopolistic competition, Seeking to force a 
profitable volume of sales over a barrier of relatively high prices 
and low incomes, competitive business has resorted to every 
conceivable device of high-pressure salesmanship and advet- 
tsing. The art of advertising has enlisted the aid of laboratory 
research and the professional psychologist in its service. The 
human soul is dissected and analyzed until every weakness and 
susceptibility is recorded, 

To the individual seller, advertising, high-pressure salesman- 
ship, and elaborate and expensive servicing are mandatory. 
Although advertising does not guarantee success, a seller who 
does not advertise is almost certain to fail. If one seller of a 
group is successful in increasing his volume of sales or in rais- 
ing his prices by advertising, others must follow suit or face 
extinction, even though collectively the result may not be more 
profitable margins or greater sales volume but rather increasing 
expenses and lower net profits,“Advertising has been aptly com- 
pared to competitive armaments: “It has become a weapon,” 
says a writer on consumer problems, “by which a kind of 
guerrilla industrial warfare is fought, competing products 
against one another, competing industries against one another, 
indeed, often the industries of competing nations against one 
another.) One producer is perhaps able, through advertising, to 
draw his products out of severe price competition by calling 
attention to real or imagined merits. The success of this pro- 
ducer encroaches upon other producers in that and other flelds, 
The result is typically a counter barrage, which, if successful, 
often leaves the distribution of the market quite as before except 
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that all involved depend for survival upon the continuation of 
extensive and costly campaigns of advertising.” * 

How does advertising affect the consumer? Does it enable; 
him to choose between competing brands more intelligently?! 
Does it enable him to compare the multiplicity of brands more 
or less accurately in terms of the quality and price value of the 
products? 

A casual survey of advertising literature or a cursory sampling 
of radio sales talks will indicate that the answers to the above 
questions are mainly in the negative. Observation of human 
behavior will also strongly establish the conclusion that human 
beings are moved to action less by matter-of-fact, undramatic, 
objective statements than by a stimulation of emotional preju- 
dices, or racial and class biases. Business men would need to 
be considerably less observant than politicians, clergy, parents, 
and propagandists for the numerous cults and faiths in order 
to fail to take advantage of generally recognized traits of 
human behavior. It should not be surprising, therefore, to find 
a seller seeking to persuade consumers to buy a mouth wash 
or a soap by appealing to their desire to climb the social ladder, 
to the desire of men to attach to themselves beautiful women, 
to the desire of women to win the attention of handsome and 
successful men, Recognizing the childish but common fasci- 
nation of gewgaws, it is also not surprising to find a seller 
of a more or less inefficient vacuum cleaner dispose of his 
product at high prices because it carries an array of gadgets. 
Business men find it profitable to appeal to the desire for social 
emulation, to shame and fear, to social snobbery, to sex, mother 
love, and patriotism because these are included in the bundle 





4 Colston E. Warne, “Present Day Advertising—The Consumer's Viewpont,” in 
The Annals of the Amerscan Academy of Political and Social Sctence, Vol. 173, 
May 1934) DP. 70. 
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of emotions and sentiments which move consumers as human 
beings to action, 

The business man takes the consumer as he finds him, makes 
him different from what he otherwise would be, and uses him, 
as far as possible, for business advantages. Advertising is not 
intended by the business man to strengthen the bargaining 
power of the consumer; it is not planned to make consumers 
more cautious but less so, Paradoxically then, only advertising 
which achieved the opposite of its intentions would be really 
helpful to consumers. 

Consequently advertising gives only such information as the 
sellers wish to disclose. This type of information however, is, 
in large part unlikely to give consumers a basis for comparing 
the numerous competing brands in terms of the dollar-value 
of service, Indeed, the main effect of most advertising is to 

/ {obscure the technical quality of the products, to dull and dis- 
courage rather than to enliven and arm the consumer’s ability 
to make intelligent selections. It establishes consumer accept- 
ances with reference to both price and quality on the basis of 
the irrelevant, meaningless, and superficial; as a result of adver- 
tising, consumers probably pay higher prices than they should 
and are satisfied with lower qualities than they need to be. 

Tt should not be assumed that advertising is invariably 
profitable to the seller. It is highly uncertain whether sellers 
as a group gain any appreciable advantage from advertising, 
Some recent researches, although of limited scope, would seem 
to support the conclusion that the only certain gain is to the 
advertising fraternity. Moreover, advertising has another effect. 
Although deeper sociological and economic’ factors may be 
primarily responsible, advertising as it has commonly been 
practiced must be held partly responsible for the planlessness 
‘and instability of consumer spendings, 

This instability in the long run is costly to producers, par- 
ticularly in those industries whose product has been highly 


‘ 
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stylized. There is probably much truth in the following opin- 
ion: “What actually happens is that the producer, bent on 
‘making’ sales, has sedulously connived with susceptible hu- 
man hature in building up folkways called ‘style’, ‘this year’s 
model’, ‘modern’, and similar terms. In this breakneck process 
of finding things newer than the new which he has deliberately 
helped to whip up, he must at many points guess what this 
‘creatively psyched’ public will plump for; and he then blandly 
washes his hands of all responsibility for the egg he has fer- 
tilized if not actually hatched. One has only to read the uneasy 
queries in current clothing and automobile trade journals as 
to whether styling has not been ‘carried too far’, to glimpse 
the manufacturer in his shirt sleeves, distrusting the baby he 
has sired and perhaps damned.” ° 

Advertising is but one part, although perhaps the more 
dramatic part, of the selling process. Selling, as distinct from 
the physical process of making, handling, storing, and trans- 
porting goods, begins in the factory. The multiplication of 
sizes, shapes, and color of containers complicates their produc- 
tion and probably adds to their cost. Tlie stylizing of products 
materially affects the work of the production departments, of 
the engineers and the workmen at the machines, The expenses 
incurred in a costly redesigning of machines to accommodate 
the style changes of automobile bodies to give them sales appeal 
are selling rather than production expenses. Selling includes 
the luxuriousness of department store appointments, their lib- 
eral credit and merchandise-return policies, all of which add 
to the cost of distribution, To what extent the expansion of 
selling activities and the resulting costs are “wastes” of the 
consumer dollar is not quantitatively or qualitatively determin- 
able. It is true that consumers readily and easily accept the 
intangible utilities which selling adds to a product; indeed, 





S Introduction in “The Ultimate Consumer,” edited by J. G. Brainerd, in The 
Annals of the Ameriwan Academy of Political and Social Science, Vol. 173, May 1934. 
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they are in no position to reject them. When selling tactics are 
a common practice, consumers have no freedom of choice to go 
without them. 


Propucr Anatysis: A SprctaLizep ‘TECHNIQUE 


Whatever the nature of advertising, cven though it were as 
matter-of-fact as a stock exchange quotation, consumers would 
stil] fall short of competence to judge the qualities of the greater 
number of the products they buy. The products of modern 
industry are complex chemical and physical structures, Their 
quality of performance and use can be measured with reason- 
able exactitude only by technicians in laboratory analyses and 
tests. 

The following few examples are typical of the problem con- 
fronting the consumer in grading the commodities he is urged 
to buy. 

Gasoline. In Consumer Notes, issued by the Consumers’ 
Division of the National Emergency Council we read: 

The grading of gasoline presents serious difficultics. ‘The 
rapidity of technological improvements would make it 
necessary to redefine frequently any grades that were set 
up. Differences in types of cars, in climate, and in seasons 
call for different properties in the gas, Technical changes 
have made high-test gas often cheaper to produce than low- 
test. Much of the gas sold as third grade is identical with 
that sold as regular. It will require ingenuity to find a way 
of indicating gasoline quality.® 

Automobile tires. “The Consumer” issued by The Con- 
sumers’ Division of the National Recovery Administration 
states: 


Manufacturers make as many kinds of tires as they desire— 
too many, say most people. Generally a manufacturer's 





® Constmer Notes, Issued by Consumers’ Division of the National Emergency 
Council, Vol. 1, No. 3, January 12, 1935, p, 15. 
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first-line tire is superior to his second-line tire. But if he 
makes several first-line tires, there is no basis for com- 
parison. There is similarly no basis for comparison be- 
tween the first-line tires of several companies. Formulae 
and methods are closely guarded, and even if available, 
there would be no agreement as to their relative merits. 
The number of plies may vary, but there is even a differ- 
ence as to the definition of a ply. A group of engineers, 
gathered in a room, probably would not agree on the proper 
specifications for a first-line tire. . . . No matter how care- 
fully specifications are controlled, the only test is the actual 
performance of the tires, and here “300 per cent variability” 
is possible... . Many people make third-line tires and sell 
them as first-line tires.” 


Ice refrigerators, A report of the Consumers Advisory 
Board of the NRA recommending quality standards for the 
household ice refrigeration industry says: 


In the past the purchaser could buy a refrigerator only on 
the basis of the manufacturer's or retailer's reputation. 
This basis would be perfectly satisfactory if it were not for 
the fact that it is extremely difficult for the purchaser to 
learn the real truth when it comes to judging the reputa- 
tion of any producer or dealer, This basis has failed to 
protect the consumer. Without some standardization deal- 
ets are unable to enlighten purchasers as to durability or 
any of the other facts to which the consumer is entitled. 
. + Insulation is the most importante factor... and is 
tied up very closely with all the other four (factors of ice- 
box performance). The insulation is so built into a re- 
frigerator as to completely conceal it from the eyes of the 
purchaser, . , . Many manufacturers use no general or uni- 
form system for classifying or grading the insulation used 
in their product, and it must necessarily be concluded that 
the price charged for such refrigerators is then no criterion 





* 
7*The Consumer,” Issued by The Consumers Division of the NRA, Vol. 1, 
No. 3, November 1, 1935, p. 2. 
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of quality. Purchaseis are unable to make intelligent judg- 
ments as to quality on a price basis. 


Dry cleaning. Another report of the Consumers Advisor 
Board states: 


The situation is chaotic. Cleaning establishments vary 
from holes-in-the-wall with no skilled workers and practi- 
cally no equipment up to plants representing hundreds of 
thousands of dollars in investment, each department of 
which is well equipped with modern machinery and is 
adequately manned with skilled workers, At the lower 
end of the quality scale, both in large and small plants, the 
so-called cleaning may be done and often is done by merely 
giving the garment a hasty rinse in rancid, dirty solvent 
and a casual press, In large plants, this may be part of a 
“mass production” situation with careless, unskilled work- 
manship throughout. At the other end of the quality scale, 
the garment may be given thorough cleaning and proper 
finishing. Both of these services and all the variety of 
practices in between are sold to the public under the one 
undefined term “a dry cleaning job.” 

Unfortunately the consumer has no means of measuring 
these diflerent services, What goes on behind the front 
office of a plant is an unknown mystery to the public and 
since the majority of garments sent to cleaners are dark, 
the consumer has no accurate way of judging whether or 
not they have been properly handled.? 


Clothing. The helplessness of the consumer in relying upot 
visual inspection and sales information to judge the quality o. 
cloth materials is illustrated by the following experiment ir 
the purchase of silk. Although pure silk is the strongest o: 
textile fabrics when weighted with various metallic salts to giv: 
it a better and more salable appearance, it rapidly loses it: 


8 Report of the Consumers Advisory Board of the NRA Recommending Stand 
ards for the Household Ice Refrigerator Industry, Report No. 5, Apiil 30, 1934 
PP: 4-5. bd 

© Report of the Consumers Advisory Board Recommending Standards for the Dri 
Cleaning Industry. Report No. 4) p, 1. 
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strength. This study is reported by Pauline Beery Mack in 
The Annals of the American Academy of Political and Social 
Science: 


Fifty ready-made silk dresses ranging in price from $2.98 to 
$59.50 were purchased, the selections being based on visual 
inspection and sales information, with a view to obtaining 
the best possible value for the money in each case, The 
fabrics in the dresses were given an immediate laboratory 
analysis to determine percentage of weighting, breaking 
strength in both directions, thread counts, and other phys- 
ical properties. 

The tests showed that sales information concerning the 
weighting content of the fabiics was correct in approxi- 
mately 3 per cent of the cases, and that by far the most of 
the fabrics, regardless of the prices paid, were weighted 50 
per cent or more, counting the weight of the fabric as sold 
as 100 per cent. The tests showed further that most of the 
fabrics when new were excessively weak in the crosswise 
direction, because of the poor construction of silk fabrics 
manufactured with a view to augmenting their weight by 
the mineral weighting proccss, and because of the weaken- 
ing effect of the weighting process itself. Carefully con- 
trolled tests made on these filly dresses showed that only 
the few which were made of unweighted silk fabrics pos- 
sessed any worthwhile durability when exposed to air, 
indoor daylight, perspiration, laundering, and dry cleaning 
tests,7° : 


That inability to detect excessive weighting is costly to con- 
sumers is indicated by the following record of discarded silk 
dresses, Of one hundred discarded dresses, consumers gave 
the following reasons for having discarded the dresses: 

66 wete discarded solely because the fabric was no longer 


wearable (55 because of splitting, the remainder because of 
fading or shrinking); 25 were discarded because the fabric 





10 Pauline Beery Mack, “Clothing and Houschold Goods for the Consumer,” in 
The Annals of the Amestcan Academy of Political and Soctal Science, Vol. 173, May 
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was no longer wearable, together with other reasons; 7 were 
discarded solely because they were out of style; and 2 were 
discarded solely because the garments fitted poorly. 


Under these circumstances there exists little connection be- 
tween the price a consumer pays and the quality of the goods 
he gets. Under the caption “Price Doesn’t Mean a Thing,” 
The Consumer "* reports the result of a series of studies carried 
on by the American Home Economics Association, County 
Consumers Council, and various departments of the Federal 
government, involving 832 tests of purchases of canned goods. 
The study discloses that “for any particular product, at a price 
near the average, (the consumers) are as likely to obtain one 
grade as another, that at best it costs only a cent or two to obtain 
A grade rather than C grade (if you only knew the grades 
when purchasing).” Grade A peas sold for as low as 10 cents, 
grade C peas for as high as 25 cents, The table on page 562, 
which. gives the statistical tabulation of the results of the studies, 
is worth noting carefully. 

If prices and quality ratings are in line, it would appear to 
be because the seller wishes to make them so; in other words, 
it is a matter of administrative decision and is not the resultant 
of a compulsion which consumers impose upon him. Moved 
by emotional promptings on largely irrelevant and immaterial 
grounds, unguided by technically accurate information of 
quality ratings, consumer buying has little coercive and disci- 
plinary effect on the market, With minor exceptions, any 
influence in the direction of bringing about a single price for 
uniform quality is of a random, accidental, and largely ineffec- 
tive kind, The consumer is not only helpless to protect his 
own interests; he is also unable to exercise the economic func- 
tion which the philosophy of competition assigns to him. 





Ur Tbid. 
12 "Price Doesn't Mean A Thing,” The Consumer, Issued by the Consumers 
Division, NRA, November 1, 1935. 
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The difficulties of the individual consumer in protecting his 
interests are not limited to those discussed above. Equally 
significant is the growing importance of monopoly and 
monopolistic practices. 


Monoro.y AND THE CONSUMER 


The area in which market competition of the old-fashioned 
sort is controlling has, during the last half-century or so, grown 
gradually smaller. Concurrently, an ever larger part of the 
market has fallen into the-hands of outright monopolies, of 
combinations of sellers following common price plans, or of 
large corporations. Business is not “naturally” or “inherently” 
competitive; business men compete only when they believe it 
is more profitable to do so or because circumstances compel 
them to compete. I£ monopolistic combinations promise 
greater profits and underlying conditions make monopoly or- 
ganization possible, business men will combine. This tendency 
toward monopoly is world-wide, a characteristic of modern 
industrial nations, indicating that the conditions responsible for 
this development are basic in character. 

A monopoly price may be lower or higher than a competi- 
tive price would be; generally it is higher. It is ordinarily true 
also that the price which a monopolist sets is higher than that 
level of prices which would make available to consumers the 
full productive capacities of industry. A characteristic of 
monopolistic industries, one greatly accentuated during a de- 
pression, is unused capacity. From the consumers’ point of 
view, this withholding of productive capacity constitutes just 
so much waste. 

Monopoly prices, moreover, are usually more inflexible than 
competitive prices. Although a monopolist may change his 
prices in response to changing market conditions, the adjust- 
ments are usually slow and infrequent. Quoted prices of steel 

held firm during the recent depression until 1933 when a’slight 
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downward adjustment was made. Compare this with the 
prices of agricultural products which dropped precipitously 
and rapidly as the depression deepened. The rigidity of “con- 
trolled” prices tends to accentuate the distortions of the eco- 
nomic process which culminate in a depression, It likewise 
tends to retard the process of recovery. 

The composition of monopolistic prices, moreover, differs 
radically from that of competitive prices. In a state of pure 
competition, prices are the resultant of a bargaining process in 
which buyers and sellers, with presumed equal bargaining 
power, mingle. Where an industry is monopolized, or where 
the control of the market is divided among a few large and 
powerful corporations, prices at any given time are the result 
of the administrative decisions of the seller. They may be 
termed “administered” prices; the market is an “administered” 
market. Consumers have but one alternative when confront- 
ing a monopoly; namely, to abstain from buying and go with- 
out the product altogether. In a competitive society, they may 
go to another seller who is offering a more favorable price or 
quality. The decline in consumer buying may ultimately 
bring pressure to bear upon a monopolist but this pressure is 
relatively weak and slow in its effects, 

When competitors agree not to compete or to moderate com- 
petition, it is sometimes characterized as “market harmony” or 
“stabilized competition.” It may also be characterized as “man- 
aged scarcity” and has some of the earmarks of regimentation. 
Prices and supply are fixed at that point which will yield maxi- 
mum profits to the seller, not at the point which will maximize 
output for the consumer, It is the withholding of supply to 
support a price which otherwise could not be maintained that 
constitutes the substance of a policy of “managed scarcity.” 

Where monopoly and combination of the market exist, or 
where a common understanding regarding trade practices 
limits price competitlon, market pressures are largely ineffec- 
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tive in compelling high standards of efficient performance. 
The inefficient monopolist may continue to operate with im- 
punity for relatively long periods of time. High cost and 
high prices, inefficiency in production, cumbersome and com- 
plicated bureaucracy in administration, laggard adoption of 
new and superior methods are some of the “wastes” of monopo- 
listic busiztess enterprise against which consumers have little or 
no defense in the market, 

That monopolistic enterprise is adverse to the interests of 
consumers and is therefore contrary to the public interest has 
long been an accepted doctrine, not only of economic but also 
of political and legal thought. The emergence of monopolies 
during the last quarter of the nineteenth century called forth 
counter attacks by both the Federal and the state governments. 
Beginning with the familiar Sherman Anti-trust Act of 
1890 a series of laws were enacted to sharpen and strengthen 
the anti-monopolistic doctrines of the common law. These 
attempts have been largely ineffectual, however, and monopo- 
lies today are perhaps stronger than ever before in recent 
history. 


GovernMENt Alp ‘to ConsuMERS 


Having considered some of the difficulties confronting con- 
sumers, let us turn to various measures, undertaken and pro- 
posed, to aid consumers. What are the local and Federal: 
governments doing at present? What are some of the diff. 
culties and problems that confront the attempt to strengthen 
the position of the consumer in the market, protect him against 
deleterious substances, and insure him a fair exchange for his 
dollar? 

While it is true that the interests of the consumer have been 
largely neglected by both public and private agencies, there 
are, nevertheless, various phases of governmental activity 
which, in varying degrees of effectiveness, serve the consumer 
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interest. The common law doctrines and statutory enactments 
regulating the relations between buyers and sellers are not 
wholly unfavorable to buyers. There are severe legal penalties 
against fraud and misrepresentation which apply equally to 
protect all buyers, whether commercial buyers or ultimate con- 
sumer buyers, It is doubtful, however, whether the ultimate 
consumer is in a position to realize much in the way of tangible 
benefits from their application. Fraud and misrepresentation 
are difficult to prove even in commercial relations. They are 
doubly difficult in the case of the uttimate consumer. The 
ordinary small purchase by the ultimate consumer, moreover, 
hardly makes it worth his while to engage in an expensive and 
time-consuming legal suit. The simplest and mast reasonable 
thing for the ultimate consumer to do in most cases is to forget 
about his unfortunate purchase and hope that it will not be 
* repeated too often. 

The regulation of public utilities by local and state govern- 
ments is predicated upon the assumption that the consumer 
interest is a public interest. The objective of public regulation 
is to insure reasonable rates to consumers for a reasonable serv- 
ice and to give investors a reasonable return on a “fair” value 
of their investment, It would be too much to say, however, 
that the regulation of public utilities represents a clear-cut 
orientation of public policy in the interests of consumers, In 
large part, government regulation of utilities and railroads was 
undertaken as a result of strong political pressure by commer- 
cial consumers and shippers. In other instances the resentment 
of the community against what they regarded as exorbitant 
rates or poor service of the local utilities provided a fruitful 
political issue. 

Too often, however, the interest of the politicians does not 
go much farther than their desire to get votes. Consequently 
the administration of regulation in large part defeats the put- 
poses and the objectives of the regulatory legislation. The 
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utility managements are continuously active in protection of 
their interests; the consumers without organization quickly 
slide into apathy. Utility managements are greatly aided, 
while regulatory commissions are balked by the zealous regard 
of the courts for the interests of private property, Legislatures 
in some states fail to appropriate sufficient funds to furnish 
commissions with adequate technical and legal staffs, The 
limited jurisdiction of state commissions makes them largely 
ineffective in these situations where the flow of power is 
interstate, 

It is the failure of commission regulation that is largely re- 
sponsible for the growing acceptance of the ideas of “yardstick” 
competition as a method of regulation. Under this concept of 
regulation government bodies, local and Fedcral, are led to 
build competing plants, thus setting the norm of rates by a 
socially controlled enterprise. This method of regulation, if 
efficiently managed, promises more thoroughgoing results than 
the older method of regulating commissions. 

Since the 1880’s there has been a considerable amount of 
legislation designed to protect consumers against monopolies, 
In this instance again the activating motive was provided not 
so much by the ultimate consumer, as by the competitors 
and by commercial customers of threatening monopolistic en- 
terprise. Anti-trust legislation, due to factors too complicated 
for analysis here, has also been largely fruitless, Except for 
occasional dramatic instances of enforcement, the Federal gov- 
ernment has been able to do little more than embarrass busi- 
ness men attempting to form monopolies, 

There are numerous regulations made by local govern- 
ments which have value to consumers. Standards of cleanliness 
for food shops, protections against false weights and measures, 
establishment and operation of public markets, the setting up 
and enforcement of standards of purity and quality for milk, 
food, and water, the establishment of standards of service to 
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be rendered by public utilities—these are some examples. The 
adequacy of local standards and the vigor and effectiveness of 
their enforcement varies greatly between different states and 
municipalities. In some states and communities these activities 
amount to little more than merely the formal establishment of 
a bureau with no provisions for adequate technical staffs and 
with no real power. Even in some of the larger cities these 
bureaus are often political step-sisters. That the determination 
and enforcement of standards of health, of cleanliness, of purity 
and quality of foad is highly technical and requires specialized 
and trained personnel of superior intelligence is rarely recog- 
nized, and bureaus are staffed in too large part with politicians 
whose qualifications are limited to the earnestness with which 
they work for the political machine, 

In the Federal government there are numerous bureaus and 
departments which have developed activities directly and in- 
directly of interest to consumers, The two more important of 
these bureaus are the Bureau of Standards and the Federal Food 
and Drug Administration. The Bureau of Standards tests all 
goods that are bought by the various governmental agencies. 
It therefore accumulates a fund of information regarding the 
comparative qualities of consumption goods. The Bureau of 
Standards, also, in some instances seeks to persuade manufac- 
turers to adopt certain standard specifications for their product, 
Whether these activities benefit consumers is questionable. In- 
formation regarding the comparative qualities of goods of com- 
peting sellers is of no aid to the ultimate consumers unless it 
is made available to the public. Such public disclosure of 
quality ratings by the Bureau of Standards is, however, legally 
forbidden. 

The Federal Food and Drug Administration is the only divi- 
sion of the Federal government whose activities are directly and 
solely concerned with the protection of consumer interests, 
This agency is entrusted with the task of protecting the con- 


570 PLANNING AND CONSUMPTION 


sumer against the sale of harmful drugs and unwholesome 
foods, It 1s apparently administered with efficiency and sin- 
cerity of purpose, and has relatively high standards of public 
service. In some fields, such as in grading and maintaining 
standards of purity for meat, it seems to be reasonably suc- 
cessful. The task confronting the Bureau is, however, cnor- 
mous, Evasions and subterfuges are faisly easy and profitable 
and, so far as drugs and cosmetics are concerned, the consumer 
is largely at the mercy of unscrupulous sellers. Although the 
Federal Food and Drug Administration has the power to insist 
on accurate labels, it has no control over advertising matters. 
Radio speakers are privileged to beguile the sick and hypo- 
chondriac with no more restraint or respect for truth than their 
own inclinations and the policy of the broadcasting company 
may dictate. All attempts to strengthen the Pure Foods and 
Drugs Act and to broaden the powers of the Bureau have so far 
failed because of the strength of the opposition which the pro- 
posed legislation aroused, but more important, because of 
absence of organized consumer support for this much-needed 
legislation. 


7, 
Exrension or GovienNMENTAL REGULATION IN 
Brenatr or Consummrs 


Extension of regulatory activities in behalf of consumers and 
the protection of consumer interest in the administration of the 
numerous governmental measures undertaken in response to 
other economic interests depends on the development of col- 
lective organized action by consumers. Governments in the 
United States act not in accordance with some carefully thought 
out plan, but rather in response to political pressures which 
reflect the interests and grievances of social economic groups. 
The Agricultural Adjustment Act is to be explained in terms 
of economic difficulties of the American farmer and of the 
political power which farmers can muster, The NRA was 
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undertaken in response to the demands of organized business 
and labor groups, The direction and content of public policy 
is therefore largely determined by what organized farmers, 
laborers, and business men want. 

In modern society, the dominant interest of most people is 
in getting an income and in accumulating money wealth. Not 
only is money the means of purchasing a livelihood, but its 
accumulation is the basis of prestige and power. Where men’s 
interests and pursuits are not controlled primarily by the fetish 
of pecuniary success, all the elementary necessities of living 
make money getting a primary and dominant interest. For the 
great mass of the people, whose incomes even when employed 
are barely adequate for subsistence, and for the millions of 
unemployed and their dependents, the first and primary task 
is to get enough money with which to buy, at all. It is not 
surprising therefore that workers should be much moré easily 
aroused to collective action by grievances that arise out of their 
employment or lack of it than it is by grievances which they 
feel only more or less deeply in their réle as consumers, 

The income-getting interests moreover are tangible and spe- 
cific. Their money-getting activities are highly organized, and 
the objectives and framework of collective organization are in- 
herent in the structure of their producing activities, As con- 
sumers, on the other hand, they are conditioned to think in 
individual and personal terms. ‘As a buyer in the market the 
individual consumer is one of a vast impersonal mass confront- 
ing a network of intricate technical activities. To act as indi- 
vidual consumers seems therefore a futile and slow way for 
advancing one’s material interests: 

Lacking organization, and without leadership, consumers 
considered collectively are economically and politically largely: 
inarticulate. The general objective of maximum quality and 
minimum prices is without practical content unless translated 
into specific terms of particular commodities, particular quali- 
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ties for those commodities, and of particular prices. Such pre- 
cise definitions of consumer objectives are a highly technical 
task, which is likely to be done only if there exists a continuing 
body whose interests and energies are concerned with consumer 
problems, . Social action on the part of consumers calls not only 
for a definition of objectives but also for the development of 
concepts of action and for the determination of concrete ways 
and means which can be translated into legislation, It is also 
necessary that there be available a group of technically trained 
people who may be called upon to fill such offices as govern- 
mental measures in behalf of consumers may establish, At 
present the few consumer organizations whose activities are in 
accord with the requirements of consumer action are (with 
the possible exception of the Consumers Codperative) weak in 
membership and without general social and political recogni- 
tion, As one writer explains: 


The consumer as consumer is apathetic. And experience 
in the United States has again shown how hard it is to 
wake him out of his apathy, The New Deal called upon 
him for active codperation; the Blue Eagle showed him 
what goods to buy and what goods to avoid if he would 
suppoit President Roosevelt's economic policy, With the 
aid of an extensive campaign of propaganda, the adminis- 
tration sought to mobilize the consumers to this end. With 
what success? It does not appear that Ford’s automobiles 
were in any less demand because he did not fly the Blue 
Eagle. The consumer as consumer is apathetic, and in this 
apathy lies the chief obstacle to the representation of his 
interests. Seemingly this representation should be easy, for 
since everyone is consumer, every voter is a consumer. The 
natural representation of the consumers’ interest lies there- 
fore with the parliaments elected by equal and universal 
sufhage and with the governments sct up in the same 
manner. But at the same time the producers exercise their 
influence upon both parliaments and governments, IE this 
influence is stranger and more active, possessing greater 
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power over public opinion itself, the influence of the pro- 
ducers’ interests upon public policy is so much greater, and 
the real representation of the consumers’ interests becomes 
aproblem. Furthermore, when the government itself enor- 
mously increases the power of the producers by organizing 
them, then it naturally follows that the governnient at- 
tempts to give the consumers at least some representation. 
One goes even futher and says that what the consumers 
lack today is the syndic, the specially commissioned counsel 
for their interests. The creation of such syndics, of such 
adyocates, would create the consumers’ own spokesmen 
who could voice their especial needs in public discussion 
and in the economic organizations, Actually down to the 
present all such attempts have failed in the crucial aspects.* 


The relative position of the several advisory boards of the 
National Recovery Administration in the code hearings and 
deliberations provides an interesting comparison. Both the 
Industrial Advisory Board and the Labor Advisory Board were 
administrative bureaus with their roots in powerful outside 
organizations, Consequently their opinions carried the weight 
of the authority which such organizations as the American 
Federation of Labor, the National Manufacturers Association, 
the various trade associations, and chambers of commerce could 
give. The Consumers Advisory Board, on the other hand, 
although staffed with a competent personnel, was merely an 
administrative bureau with no established outside relation to 
a strongly organized pressure group. Its leverage of influence 
depended almost wholly upon such prestige as it was able to 
accumulate within the framework of the NRA. In large part, 
particularly in the early period of the NRA, it was ignored 
or treated with relative indifference by the administrative 
authorities. Its own policies for a long period of time were 
indefinite and without coherent direction. Its effectiveness did 


18 Arthur Feiler, ‘The Consume: in Economic Policy,” in Social Research, Vol. 1, 
No, 3, August 1934, p. 287. 
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not exceed the powers of personal persuasiveness of the staff 
members. Realizing the need for consumer organization, the 
Consumers Advisory Board attempted to develop some con- 
jumer action on a collective basis. Agitating and organizing 
consumers was, however, not strictly within the authority of 
the board as an administrative unit. Consequently its actions, 
although often well-intentioned and intelligently conceived, 
were feeble in result and characterized by random ineffective- 
ness. Gardner Means, a member of the Consumers Advisory 


Board, states: 


It is essential to realize that the consumer will get nothing 
for which he does not fight, however socially minded the 
agents of Goveinment may be, The actions of Government 
agents are to an important extent, and almost inevitably, 
a resultant of the pressures which impinge upon them, If 
there is no pressure on Government from people as con- 
sumers, there is little likelihood that their interests ag con- 
sumeis will be effectively represented. The existence in 
the government of bodies representing the consumer does 
not mean that the interest of people as consumers will be 
protected, but rather that channels are open whereby the 
consumer can become articulate, Only as the consumer 
representatives are backed up by pressure from consumers 
can their actions exert a major influence on economic policy 
and provide that balance which will prevent administra- 
tion in the direction of scarcity. ! 


ESTABLISHING SrANDARDS OF QuALITY FoR ConsumEr Goons 


Within recent years there has been increasing agitation 
among consumer groups to establish standards of quality for 
consumer goods and a uniform system of grading and labeling. 
As the above analysis indicated, consumers can buy intelligently 
and selectively only if they have the necessary information to 





14Gardnet C. Means, “The Consumer and the New Deal," in The Annals of the 
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compare alternative offers of competing sellers. Direct knowl- 
edge of the technical qualities of goods can no longer be ob- 
tained without an unreasonable expenditure of time, energy, 
and money. Objective, impartial grading of goods according. 
to scientifically developed standards of quality is probably the 
only workable method by which consumers can compare read- 
ily and easily the dollar-value of prospective purchases. In 
substance these proposals would give consumers the same ad- 
vantage of laboratory tests and technical analysis which is now 
available only to large buyers such as governmental bodies and 
large corporations. The ultimate consumer is almost wholly 
without such services, : 

Many savings to consumers will result if standards of quality» 
are established for consumer goods. Much of competitive ad- 
vertising and salesmanship, it is hoped, will be climinated 
because standardized grading will make these costly practices 
no longer effective in controlling consumer choices and there- 
fore no longer profitable. Quality standards and grading will 
force sellers to compete on the basis of quality as well as price 
and will thus tend to bring prices into line with quality differ- 
ences, Lower costs of production and of retail distribution will 
probably result because smaller risks of fraud and misrepresen- 
tation will be incurred, Finally “the stabilization of industry,” 
according to the Consumers Advisory Board, “will be directly 
furthered by the regularizing effect of widespread use of 
standards.” 

What agencies are to do the standardizing and grading? + 
Shall it be a private agency which seeks to secure acceptance 
of the principle and practices of standardized grading by vol- 
untary consent of producers? Shall it be the Federal or the 
state governments? It was the opinion of the Consumers 
Advisory Board that the Federal government should take the» 
responsibility for developing consumer standards because of 
“,. the magnitude of the task; ... the absence of private con- 
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sumer agencies with funds comparable to those which business 
can spend on producer standards; and... the appropriateness 
of government aid to consumers in view of its past and present 
extensive assistance to business.” 

The magnitude of the task involved is indeed great, The 
technical problems of developing standards and of grading 
may, in the case of some products, be difficult, but in the main 
they are probably relatively easy of solution. The major task 
is of quite a different kind. Without the good will of pro. 
ducers and sellers and without voluntary compliance on the 
part of an overwhelming number of producers, an honest and 
accurate grading of products, if done by the government, will 
constitute a tremendous task of policing. It is hardly likely 
that either the Federal government or local governments will 
be willing to incur the hostility of the business world that such 
policing would arouse. Moreover, if the grading is not 

: honestly done or strictly enforced, it will be but another snare 
for the consumer. 

Whether private business enterprise will voluntarily accept 
the practice of grading commodities according to standards of 
quality is highly questionable. With the exception of a lew 
firms, there will be vigorous resistance by all sellers who have 
or who believe that they have a differential advantage over 
other sellers solely on the basis of more successful advertising. 
In addition the advertising profession, the publishers of news- 
papers and magazines will be hostile. Only a strong politically 
conscious organization of consumers, of which there are no 
signs at present, could offset this hostility, 


Consumers’ CoOPERATION 


Consumers’ codperation differs from other proposals for pro- 
tection of consumer interests in that it proposes that people as 
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consumers organize their own enterprises on a nonprofit-mak- 
ing basis, It is the hope of the advocates of consumer codpera- 
tion that ullimately the entire economic life of society will be 
organized on the basis of consumers’ codperation. From this 
viewpoint the difficulties and dangers which confront con- 
sumers arise fundamentally from the nature of the profit sys- 
tem, and not until this system is replaced by another in which 
the motivation is expressly that of service to consumers, can 
the consumer problems be satisfactorily solved. 

The principles governing the organization of consumer co- 
operative societies are summarized by James P. Warbasse, a 
leading exponent, in the following words: ** 


1, Each member shall have one yote and no more, irre- 
spective of the amount of money invested or the number 
of shares held. This means democracy of control. People, 
not shares, vote, 

2. Invested capital, if it receives interest, shall be paid a 
fixed percentage which shall be not more than the prevalent 
legal rate of interest. This means that capital does not get 
the “profits” or the savings of the business, 

3. Commodities and setvices shall be supplied at the 
current retail market price; and the sutplus-saving—the 
difference between net cost and distribution price, alter 
deduction of overhead costs and reserves—shall be returned 
to members in proportion to their patronage. This means 
that profit is abolished and that business is carried on for 
service, 

4: Membership shall be unlimited. This prevents exclu- 
sive organization. 

sg. So far as possible, business shall be done for cash. 
This is a method of expediency. 


It is on this basis that consumers are organized into societies 
for the conduct of economic enterprise. In the beginning the 
initial enterprises would be grocery stores, food shops, bake 
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shops, restaurants, and apartment houses, With cxpansion and 
growth, the codperative enterprise would reach back into 
wholesale distribution, into banking, and later into production, 
so that it would ultimately include the entire process of the 
production and ci:culation of goods and services, 

Consumers’ coéperation is a world-wide movement which 
began in England in the 1840’s. The first society was organ- 
wed by a small group of weavers who hoped to increase their 
real income by securing their goods at the lower prices which 
elimination of middleman’s profits would presumably make 
possible, From this extremely small beginning, the codpera- 
tive societies expanded until today nearly two of every three 
families in Great Britain are members, The codperative move- 
ment is also strong and growing in Sweden, Denmark, Nor- 
way, and Switzerland. In the opinion of some observers the 
codperative movement mitigated the severity of the world 
depression and made recovery more rapid in Sweden than in 
other countries, Until the seizure of power by the Nazis, the 
‘codperative movement was an important part of the economic 
system in Germany, South Africa, the Argentine, and Ar- 
menia have a growing codperative movement.” 

In recent years the codperative movement in the United 
States has been making steady headway. Perhaps the most 
interesting and probably the most extensive dévelopment has 
occurred among the farmers of the Middle West. There one 
finds codperative oil and gasoline distributing societies organ- 
ized with their own wholesaler organization, local codperative 
credit unions, codperative creameries and milk distributing so- 
cieties, codperative bakeries and grocery stores, The State of 
Wisconsin reflecting this interest in consumer codperation te- 
quires the teaching of the principles of consumer codperative 
in public school, In the East there is a slow but steady growth 
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of consumer codperative interest and activity. Consumers are 
organizing local consumer buying clubs and the distribution 
of groceries has reached proportions justifying the establishing 
of a wholesaler society, New York City for years has had 
codperative apartment houses, restaurants, codperative bakeries, 
and credit unions. There is a growing body of literature and a 
growing number of new enthusiasts. One of the more recent 
and more enthusiastic converts to codperative doctrines is 
Edward A. Filene, a prominent merchant of Boston. He pro- 
poses to organize a group of codperatively run department 
stores which will be managed, financed, and operated by con- 
sumers within the trading areas they serve. To provide the 
economies of central warehousing and buying and to act as a 
promoting agency, he has established a central wholesaler 
organization known as the Consumer Distribution Corpora- 
tion, 

Part of the recent development of codperatives is due to the 
encouragement which has been given this movement at pres- 
ent by the Federal government. The Rural Electrification 
Committee, a Federal authority, promotes the organization of 
rural codperative societies for the purchase of electricity, The 
Resettlement Administration also organizes both consumer and 
producer codperative societies. Federal organizers promote 
and establish codperative credit unions, The interest of the 
government has led to the sending of a commission to Euro- 
pean countries to study the working of the codperative move- 
ment there, 

This growth of interest and activity of consumers’ codpera- 
tion has not gone unnoticed by private business, The trade 
journals in the field of marketing contain frequent discussions, 
warning against the rise of the consumer coéperatives. In the 
minds of leading commentators in the field of advertising the 
codperative moyement is one of the more serious future threats 
to private enterprise in marketing and advertising. 
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To what extent the codperative movement in America will 
develop a system of mass distribution on a nonprofit-making 
basis to exist alongside the present highly organized profit- 
seeking structtie is an interesting and significant question. 
Along the way lurk numerous obstacles and difficulties, There 
is the problem of converting consumers to codperative ideas 
so that they will become loyal buyers, Equally as difficult is the 
problem of developing on the part of members of codperative 
societies a willingness to assume the responsibilities of codpera- 
tive membership and to perform the voluntary tasks required. 
It is necessary to develop at least an elementary business sense 
which avoids too rapid expansion but is willing nevertheless 
to undertake the risk of growth. A trained and competent 
personnel needs to be developed. 

The difficulties arresting the development of mass clistribu- 
tion on a consumer-codperative basis are indeed great. Liven 
greater are the problems that obstruct the establishment of 
an order which would modify the capitalist system. In the 
distributive field, consumers’ codperation develops by gradual 
penetration into larger areas of enterprisc. Beginning with 
locally promoted and financed retail societies, a larger whole- 
sale unit is established; when the retail socictics are sufficiently 
numerous, this wholesale unit may in turn expand into selected 
a field of production provided the financial resources are ade- 
quate and there is an assured outlet for the production. Such 
an advance is financed in part by the purchase of stock by 
consumers and in part by a reinvestment of profits. In indus 
tries like canning, flour milling, dairying, and meat packing, 
where the scale of the producing units is relatively small, where 
access to raw materials is {ree of monopoly, or where com- 
modities are standard staples, the consumer-codperative move- 
ment meets no insuperable economic barriers to the expansion 
of its production facilities. The progress of the consumer- 
codperative enterprise will be relatively slow in those branches 
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of consumer-goods industiies where the consumer is accus- 
tomed to highly stylized products, even though the scale of 
production is relatively small, Such an industry is women’s 
clothing; fashion, style, and pecuniary emulation provide a 
fickle market for the products of any one producer. 

Progress of the consumer codperative will be slowest of all 
in those consumer-goods industries which are characterized by 
large scale mass production, demanding a huge initial invest- 
ment of capital. In the case of the automobile industry, the 
scale of operations necessary Lo insure competitive survival is 
so large as to close the door to cooperative enterprise. The 
codperative movement is handicapped by the factor of size in 
the highly institutionalized and complicated procedures and 
practices, and greal concentration of power, in the heavy 
capital-goods industries. It is inconceivable that the codpera- 
tive movement, by a process of gradual accretion of small unit 
plants will create competing organizations in such industries 
as steel, copper, chemicals, and aluminum, Gradual penetra- 
tion in these industries is a futile expectation, because such a 
transformation is possible only by a direct transfer of control 
from the cxisting giant corporations to equally large central 
codperative authorities, 

If the transfer of control of the large industries were 
achieved, it would constitute the final step in the transforma- 
tion of an economy of profit-seeking enterprise to one of 
consumer codperation, The social relations now governing 
production, exchange, and distribution would be rearranged 
to accommodate consumer-codperative principles, Such a basic 
structural change in social organization is not achieved as a 
result of competitive commercial and financial growth. It 
results rather from the successful conclusion of a social and 
political struggle for power. 

The establishment of a planned society on a consumer-codp- 
erative basis is, at the present moment a somewhat Utopian 
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possibility, not contemplated in any tangible way by the 
adherents of consumer codperation. Its consideration how- 
ever has this bearing on our discussion. So Jong as the 
consumer-codperative movement operates as a “limping non- 
profit-making parallel” in our present economic and political 
structure, consumer-cadperative enterprises will be subject to 
all the stresses and strains, conflicts and insecurities, of the 
larger whole of which it is a small part. Mass unemployment, 
failure of purchasing power, financial and industrial crises, 
internal social discord and struggle, monetary inflation, and 
war, are and will remain the major threats to the well-being 
of human beings in their rdle as consumers as well as in their 
réle as producers. The hope that a relatively strong consumer 
development in the distributive field and in the field of smaller 
industries, will act as a stabilizing factor of the economic 
system would seem to be an expression of wishful thinking 
rather than of realistic analysis. A limited consumer-codpera- 
tive development, if efficiently conducted, may save consumers 
petty sums on their weekly grocery bill, To do more than 
this, consumer-codperative enterprises will need to function as 
part of a stable economic and political society, 


ConcLusion 


There are three fundamental philosophies of consumer con- 
trol; Competition, social regulation and codperation, The tra- 
ditional way of thinking has been centered around a faith in 
competition. Competition as a solution for all the problems of 
consumers has slowly yielded to newer ways of thinking; to 
ideas of social regulation, on the one hand, by means of which 
“monopoly will be’ socialized and competition civilized”; to 
planning along codperative lines, on the other hand. All three 
approaches have some tangible expression in American lifes 
not one of the three at present provides the needed control. Ic 
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is reasonably safe to predict the disappearance of the faith of 
free competition as an adequate solution, Which of the remain- 
two philosophies will become dominant, and which will control 
public policy in the future is a matter of prophecy. For the 
immediate present, unfortunately, there are no serious indica- 
tions that the status of the consumer as “the forgotten man” 
will change greatly. 
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CONTROL AND PLANNING OF ALL 
ECONOMIC ACTIVITY 


Cuaprer XV 


* 
INVENTION AND ECONOMIC 
CONTROL 


Social Change 
(i) 
William F, Ogburn 


Socal change as a concept with definite scientific con- 
notation has been in use for less than two decades, 
Although the term is related to social evolution and 
progress," it seeks objective description and freedom from 
value judgments, 

Science reveals that changes in climate or in inherited 
biological nature are slight in comparison with changes 
in the social heritage or “culture,” a term which includes 
that part of our environment for which animals living in 
the wild state have no counterpart, In his studies on 
social change, Professor Ogburn® demonstrated that 
although some factors in culture have a tendency to main- 
tain themselves unchanged, many parts of culture may be 
subject to almost revolutionary changes even within a 
generation, The key to such changes he finds in inyen- 
tion, which signifies any new element in culture—a defini- 
tion much broader than usually given. 

In simpler and more stationary societies of the past, con- 
trol was exercised largely through custom and tradition, 
supported by different forms of group approval and dis- 
approval. In modern society, which changes rapidly, 


1 Social evolution is a term associated with the theory of the inevitable successive 
stages of development based on biological determinants, while progress signifies a 
standard reflecting current morals, 

SW, F, Oghurn, Social Change. B, W. Hueksch, New York, 1922. 
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social changes accur before the mechanics of adequate 
contiol ate established. The result is a “cultural lag” 
between social change and social aclyustment, 

The majority of social changes taking place today have 
probably been precipitated by inventions, The social prob- 
Jem to be faced, therefore, is one of reducing the number 
of inventions op of increasing the ratc of social adjustment 
to them. A program of contiol might be worked out which 
would not only anticipate inventions, but also anticipate 
social changes likely to result from them, For example, 
one might consider the invention of the mechanical cotton- 
picker and the attendant social changes that will follow 
in the wake of its mechanical perfection, Vor the first 
time in the history of invention the inventors of a machine 
are clearly aware of social problems that are likely to 
arise, and as evidence of their keen sense of social responsi- 
bility they propose to lease the mechanical cotton-picker 
only to persons agiceing to specified conditions regarding 
minimum wages, maximum hours, child labor, and so 
forth, Can society hope for such social-mindedness in 
other inventors or must social policy compel its leaders to 
consider the disorganizing effects of inventions?—F. M, 


I 


HE REGULATION of human behavior is at best not an 
gene task; man’s original nature is but overlaid with a 
veneer of civilization; underneath is a savage with passions 
and emotions that are straining to break loose, Any form of 
organized society is, therefore, a real achievement; and from 
this viewpoint modern civilization is an accomplishment which 
justifies the pride with which it is regarded, But the veneer 
of civilization is thin: under conditions of social change breaks 
occur in the ranks of the controlling forces. "Thus, social 
change makes control more difficult. Eager to break through 
is our ever-present selfishness, so necessary for the preservation 
of life in the days when the struggle for existence was more 
severe than now. The story has been written over and over 
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again: for instance, in accounts of the winning of the western 
part of uhe United States, and of the attempts to establish law 
and order under new conditions, The public conscience does 
not have time under conditions of rapid change to work out 
its systems of social pressures, Hence great opportunity exists 
for the passions and sclfishness of individuals to gain ascend- 
ency; for group control over the desires and egotism of the 
individual, at best extremely difficult, is doubly so under con- 
ditions of great change. é 

The question of control and social change may well be 
approached by comparing the somewhat idealized conditions 
of a stationary society and those of a rapidly changing society, 

In a stationary society conditions are unchanging: situations 
are the same for great-grandchildren as they were for the 
great-grandparents. Differences between right and wrong 
can, therefore, be seen clearly, A satisfactory system of control 
has been worked out; there are detailed rules for guidance in 
all situations, which have become widely known and which 
are supported by public opinion, Control, therefore, is rela- 
tively easy under conditions of a stationary society, 

In a changing society, every [ew years something new pre- 
sents itself which brings about new situations: these modify 
our conduct and necessitate changed adjustments; hence, rules 
of conduct laid down earlier become inapplicable, and new 
rules cannot be laid down in advance because no one knows 
ahead of time just what the new situations are to be. Thus, 
when the factory system was initiated, we did not know in 
advance the effect it would have upon the family system of 
production; we did not visualize the problems it would create 
in reference to child labor, the employment of women, and 
night work. Hence, it required considerable time even to 
appreciate the necessity of formulating legislation regarding 
them, 

‘The problem of control in a changing society, as contrasted $ 
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with a stationary society, is, then, difficult (#) because the new 
precipitates crises before adjustments and means of adequate 
control can be worked out, and (4) because the grasping ruth- 
lessness of individuals 1s, under these conditions, relatively free 
from restraints, and quickly becomes more difficult to harness, 


a 


The past has known various agencies of control. In the 
simple stationary societies of the distant past, control, as already 
stated, was accomplished largely through rules which had 
become custom and tradition, and as such, were supported by 
group approval: approval chiefly of the family, religious 
groups, or the community as a whole. As society evolved, the 
simple forms of community life became systematized into 
institutions, such as the priesthood, military organizations, and 
secret societies. The state began to emerge, Tach of these 
various institutions developed its peculiar techniques of social 
control. 

The most effective institution of control over economic life 
in the period of written history up to modern times has been 
the family. (The economic term describing this institution 
is the “household,” which sometimes included members other 
than the kinship group). 

The productive unit was, for the most part, the family 
group; and since nearly all the goods produced were consumed 
by the group itself, adjustment of supply to demand was within 
the family. There seems, therefore, to have been no necessity 
for laws regulating child labor, or the working hours of 
women, or wages, All these were family matters, Likewise, 
since the supply of capital goods of a family depended on the 
industry of its members, there was no borrowing for produc- 
tive purposes, and hence no problem of the regulation of the 
interest rate on producers’ loans. Control of the land, often 
in jeopardy from warring bands, was maintained by military 
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organization, cach centering around a great and important 
family or collection of families, under a leader. Hence, there 
was no problem of taxation for purposes of defense. 

As time went on, certain types of production, such as the 
working of metals, the production of salt, and the manufac- 
ture of silks and gun powder, became specialized, and were 
carried on outside the family, These products began to be 
distributed by pedlars, or sold at the fairs. And with trade 
came the development of money, and institutions dealing with 
money. Control over robbers along the highways of com- 
merce was for a long time difficult, but this was finally achieved 
by the states themselves, as they became strong. 

Thus, as certain economic services were rendered by others 
than the family group, their regulation fell to others than the 
family, for the most part to the developing local governments, 
or to that larger unit of government, the state. Indeed, for a 
time the state attempted much in the field of regulation of 
trade and industry, especially, in Europe, during the period of 
Mercantilism. But tasks of collectivism, at best very difficult, 
were undertaken; the system itself was abused by the monarchs 
of the time, and growing industry, hampered by minute rules 
and regulations, especially after the introduction of steam 
power, rather effectively broke the bonds of state control as 
embodied in Mercantilism, : 

There followed a considerable period during which the in- 
dustrial system developed practically unhampered by any 
system of control, under the theory of Jaisses-faire, The 
philosophy of Jaissex-farre was, in fact, a philosophy opposed 
to all regulation and control, especially on the part of govern- 
ment: it was thought that the system of check and balances 
provided by free initiative and competition alone would re- 
sult in justice to all, Thus, expanding industry, which had 
earlier escaped from family control, attempted to escape from 
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any control at all, especially that of the state; and, in large 
measure, it succeeded. 

But the local communities, which had expanded before the 
great development of industry under Jaissee-faire from ham- 
lets and villages into small walled citics, and in rare cases, 
into rather large cities, had already undertaken many co- 
operative services, such as protection against robbers and fire, 
which gave them ever-increasing social control. This control 
they have never relinquished; so that today they probably 
exercise through organized regulations the most vaiied con- 
trol over the affairs of man that can be found in any form of 
government. Since whatever production was carried on out- 
side the family unit often transcended their jurisdiction, they 
did not go very far in the regulation of economic life. There 
did, however, grow up within the city or other form of local 
government the greatest manifestation of regulation of cer- 
tain services, commonly thought of as economic services, that 
we have ever known—the regulation of public utilities such as 
water supply, gas, and local transportation, 

Another institution which during a long period exercised 
considerable control over human behavior was the Church, 
Since its chief concern was with the spiritual life, its control 
should perhaps be regarded as social rather than economic 
in its nature. During that part of the Middle Ages, however, 
when the Church was a powerful agency in temporal affairs, 
concerned with military matters and problems of international 
relations, its influence was not without effect in economic mat- 
ters, even though this was rather by indirection than through 
specific rules laid down by it, Canon law expressed the judg- 
ment of orthodox churchmen concerning human relations; 
it therefore contained economic ideas. Among these were the 
doctrine of the just price, the well-known doctrine of usury, 
and the idea of the duty and the dignity of labor. For a time, 
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also, the Church carried on considerable organized produc- 
lion, especially in its monasteries, From another angle, it is 
held that the rise and development of Protestantism in north- 
ern Europe would have been impossible without the support 
of important economic institutions, which, in their turn, found 
encouragement in the teachings of Protestantism. 

In recent times the outstanding development in regulatory 
institutions is found in the state, with its philosophy of na- 
tionalism., Growth of state control in industry has been 
accelerated especially by the great expansion of transportation 
and communication, As these become nation-wide in their 
scope, uniting the entire industry of a nation, the smaller 
civil units became inadequate for dealing with an economic 
life which extended far beyond their limits, For a time, this 
far-flung economic life was, indeed, without very much con- 
trol; but more and more the state has been extending its 
functions into the field of economic matters, and gradually 
developing a measure of control over this new national 
economic life, 

What has been happening has becn a transfer of the func- 
tions of control over rapidly-growing industry from family, 
church, and community to the state. This movement has not 
gone altogether smoothly; perhaps it may be said with a 
degree of truth that industry has been much less controlled 
in modern times than it was under the simple conditions of 
a relatively stationary society. But certainly the state has been 
extending its jurisdiction through good times and bad, In 
many instances, this has been against the protestations of busi- 
ness and industrial leaders; but in some cases, at least, it has 
jbecn with their approval, as in the support given to certain 
monetary policies, and certain policies relating to the public- 
utility interests, 
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In the preceding section it was shown that the agencies of 
control over economic life formerly vested in the family, the 
church, and the community, have been weakened during the 
past few centuries and that control by another institution, 
the state, has been increasing; and that in the interval much 
of our economic life has been unregulated by any outside 
social institution, This lack of control may be illustrated by 
consideration of some of the major economic problems of our 
contemporary civilization, 

One of the major problems in modern times is the lack of 
|balance between the development of money and credit on the 
one hand, and the growth of production on the other, Evi- 
dence of this lack of balance is the business depressions which 
occur every few years, The course of money and credit is 
affected by such phenomena as technological developments 
in gold mining, by war, by unbalanced budgets, by heavy bor- 
rowings, and so forth. The course of production is affected by 
new inventions, by technological improvements, by the de- 
velopment of mass production, by the rationalization of in- 
dustry, and similar innovations. The price level, expressing 
the ratio between goods and money and credit, goes up or 
down, as the balance is disturbed, Evidently, some kind of 
control is needed. There is a mass of literature on this prob- 
lem, and a great divergence of opinion as to ways and means 
is revealed. But all writers agree on the need of some kind 
of control, Planning in this field has as its goal the elimina- 

(tion of extreme swings of business fluctuations. 

Another illustration of the getting out of hand of an un- 
regulated economic life is the influence of new inventions in 
creating technological unemployment and capital obsolescence. 
Many new inventions are labor-saving devices. Hence, their 
adoption for use in production causes unemployment, The 
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introduction of mechanical feeders in printing presses took 
away the jobs of many men, Fortunately, in the case of print- 
ing, the subsequent expansion of the industry was so great 
that the total employment in the industry in the United States, 
at least, was about as large as before, But the situation is not 
always so happy. The introduction of the sound film threw 
a very large number of musicians out of work, the majority 
of whom remained unemployed for a very long petiod. It is 
true that some inventions create new jobs which help absorb) 
those displaced as a result of others, Nevertheless, the per- 
sistence of a large amount of unemployment in a country for 
many years is certain evidence of lack of control over either 
technological changes, or growth of population, or both. 

In a similar way, technological change causes difficulties in 
the use of existing capital goods, Under conditions of free 
competition, new inventions ae forced upon industry under 
the law of survival of the fittest, which means loss for those 
who do not introduce them, But under conditions of mo- 
nopoly, existing equipment is often an obstacle to technical 
advance: the monopolist necd not install the newest devices. 
Thus the introduction of new inventions results in major 
problems in the cmployment of men and machines which de- 
mand something more to bring about satisfactory adjustments 
than the haphazard system of checks and balances of Jaissex- 
faire. Economic control based on precision of knowledge is 
necessary for the solution of these problems, 

Lack of balance between industries due to absence of con- 
trol is well illustrated in the United States in the relation 
between agriculture and manufacturing. The demand for 
food during the World War brought under cultivation about 
495 million acres of land. After the War, developments in agri- 
cultural science, and the increased use of machines greatly in- 
creased the productivity per unit of labor. While the demand 
for farm labor was decreasing, the birth-rate of the farm popu- 
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lation conunued high; human beings are generally slow to 
migiate, and farm population is no exception to the general 
rule. Moreover, the introduction of machinery in industry was 
resulting in lessened demand for labor in cities. Since popula- 
tion in the country as a whole was increasing at a less rapid rate 
than was productive power in agriculture, domestic consuming 
power was not keeping pace with production. Meantime, the 
same changes in agricultural methods were taking place in 
othe: countries; consequently, with the added factor of trade 
difficulties, foreign demand for our agricultural products de- 
creased. ‘The result has been that there are too many farmers 
in the United States and not enough demand for their prod- 
uce. Thus, there is an unbalance between agriculture and 
industry, and the restoration of this balance constituted one 
of the major political and social problems of the second decade 
of the twentieth century—a problem still unsolved. IE left 
alone, the balance will eventually be restored, no doubt; but 
at a tremendous social cost which, naturally, it is hoped some 
form of social and economic control may be found to prevent, 

A final illustration is the relation of industry to natural 
resources, Free competition has led to a wasteful opening of 
oil wells when oil has not been needed, Free competition in 
the production of coal led to the exploitation of the seams of 
coal which were easiest to get at, since costs were chcaper-— 

* hence a wasteful abandonment of coal in only partially ex- 
ploited mines, Exploitation of agricultural lands has meant 
the cutting down of forests, the increase of floods, and the de- 
nuding of semi-arid lands, leading to their ultimate destruc- 
tion. through soil erosion, 

Consideration of problems such as these leads to the con- 
clusion that a policy of complete /aissez-faire is quile inade- 
quate. This conclusion is borne out by the fact that even 
nominal believers in this system agree that many controls must 
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be exercised, if the institutions of frec competition and free 
enterprise are to be allowed to function. 

We have seen that economic control by the action of local 
governmental bodies having jurisdiction over only limited 
areas is likewise, generally speaking, inadequate in an era 
when the industrial life of an entire nation is knitted together 
into a close web of inventions in the fields of transportation 
and communication. 

The social institutions which scem apparently best adapted 
to exercise the broad control necessary are the state, in. highly 
centralized form, or a collectivized industrial organization of 
the whole nation, It is at least theoretically thinkable that 
adequate and satisfactory methods of control might be de- 
veloped by such a political organization as the state, or by a 
collectivized industrial super-organization. 

The task of developing adequate regulatory devices is, how-" 
ever, extremely difficult, Oppositions to be overcome are 
powerful, Outstanding is the general incrtia of existing social 
institutions, even though there be no positive hostility, Ac- 
live opposition must be expected from what Thorstein Veblen 
calls “the vested interests"—those in favored positions whose 
differential advantages are threatened by proposed changes. 
Another obstacle in the United States is the tradition that if 
there is to be any governmental regulation or control, this 
should be exercised by local communities, although the past 
fow years has witnessed some change in this attitude. Then, 
too, the physical effort and the economic costs involved in set- 
ting up and exercising the controls necessary for the mainte- 
nance of the desired balances is staggering to contemplate, 
especially when one envisages the practical difficulties of 
administration. 

Irrespective of any question of ethics, or any expression of 
desirability, both the Fascist and the Communist forms of 
government have considerable possibilities for exercising con- 
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trol, as has been demonstrated abundantly during recent years, 
Whether such control be exercised wisely or unwisely is, of 
course, an entirely different question from that of the efficiency 
of the mechanisms. The efficiency of a chemical in destroy- 
ing life is an entirely different matter from the desirability 
of the use to which it is put: it may be used to kill insects, and 
thus promote agriculture; or it may be used for killing human 
beings in war. 

It is not at all clear that the pattern need be, or will be 

" Yimited to either Fascism or Communism, Indeed, it would 
seem very probable that in democratic countries such as Eng- 
Jand and the United States some other form may be developed. 
But whatever the form developed, it seems probable that the 
state could hardly exercise the necessary control unless it 
assimilated important parts of the economic organization.’ It 
seems equally probable that if control were to be in the hands 
of a collectivized industrial super-organization, such as a group 
of trade organizations, such a super-organization could hardly 
work out and enforce the necessary regulations without a 
power equivalent to that now exercised by the political insti- 
tution of the state, 

At the present time, changes that are forcing the growth 
of control seem likely to encourage its application first in 
those divisions of economic life which render service to. the 
greatest number and variety of economic units, The railroads 
are a typical example. All industry is dependent, upon them 
and profits by lower rates: therefore, rates have been made 
subject to regulation. -In the same way, beginnings of control 
have been made over other industries whose services ate neces- 
sary to alls such as banking, the production and. distribution 
of electric power, gas and water supply, and many others, 
It seems highly probable that, it-is in fields such as the 
above named that efforts.at complete control will first’ be 
made. 
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IV 


Te may be said, as has been suggested, that in point of time, 
social and economic changes take place first, and the controls 
that are correlated with them come second: social changes 
occur before the mechanics of aclequate control are set: up. 

The lag between the change and the adjustment to the 
change may be either long or short, In the case of licensing 
of automobiles, done not only for purposes of taxation but 
also for purposes of control, the time interval was relatively 
short, On the other hand, any serious attempt (as measured 
by its effectiveness) to control industrial accidents caused by 
the use of rapidly-moving machinery was delayed for a very 
long time, The case is similar in regard to flood and drought 
control, In the early period of expansion of our nation over 
this continent, the agricultural population removed from the 
banks of streams and rivers trees and brush which held their 
waters back in the ground, thereby precipitating the menace 
of floods, As another instance, the need to feed. millions. of 
the warring populations of Europe in the years from 1914 to 
xg18 led our farmers to bring under cultivation nearly seventy- 
five thousand additional acres of land, much of which was 
marginal as to rainfall, The removal of the grass in these arid 
arcas has resulted in. dust storms and the erosion of the. land 
by winds, Loss of life and destruction of property values from 
floods and dust storms have reached considerable totals, and 
thus far no adequate controls have been provided; yet the 
danger from lack of flood control has existed for half a cen- 
tury, more or less, 

Frequently, of course, delay in adjustment to: social change 
is almost inevitable: the mechanics of change take place more 
rapidly than it is possible for the mechanics of adjustment to 
change. Thus, at the present time an immigrant can come 
from the fields of the Ukraine to New York City within: a 
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week or so. But it 1s impossible for him to learn the language 
and customs of the new country as 1apidly as a steamship can 
transport him physically across the seas, Here, delay in 
adyustment is inevitable. 

Sometimes delay is due to the fact that we do not know 
what should be done, Such is, perhaps, the case in regard to 
monopolies, The easiest attempt at adjustment is, of course, 
to try to unmake what change has already been made, and 
prohibit future change, In the United States this was done in 
regard to monopolies, But while the attempt was casy, suc- 
cess was by no means attained; and there is still much divided 
counsel as to what sort of adjustment should be made to the 
monopolistic tefidencies of our time, Attempts at regulation 
of rates for electricity have been most ineffective, and only 
partially successful in the case of transportation. Certainly 
it is not clear what the relation of the government toward 
monopolistic business should be; for there are many other 
relations possible than those of control of price, or of owner- 
ship, which are commonly suggested. 

In a large number of cases, however, it is reasonably clear 
what should be done, but for one reason or another it is not 
done. A good illustration is the proposed abolition of the 
general property tax in the United States, and che substitu. 
tion therefor of income taxes as sources of state revenue. It 
is generally admitted that the income tax is in normal times 
a satisfactory way of raising the major part of the state’s 
revenue. It is also all but unanimously admitted that the 
general property tax, while reasonably well-adjusted to con- 
ditions of colonial times, is wholly unsuited to the present 
era of modern industrialism, with its vast amount of intan- 
gible property. Yet adoption of the known adequate control 
to fit the changed conditions of the times takes place extremely 
slowly. 

Illustrations might be multiplied, Indeed, the attempt to 
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explain why social and cconomic controls lag behind social 
and cconomic changes reveals an extremely great variety of 
reasons, some having their roots in human nature and others 
in social institutions. It may, however, be considered as 
established that such a time lag always occurs, whether it be 
long or short. 


v 


The concepts of change and control have been developed 
in the preceding sections. It now remains to develop these 
ideas further, into a theory of cause and effect, 

The majority of social changes that are taking place today 
have, almost surely, becn precipitated by inventions. The 
automobile is expanding the city outward and causing urban 
governments to extend the boundaries of their jurisdictions, 
The airplane is bringing about a whole new set of adjustments 
in international relations, because in the bombing plane there 
has been developed an engine of attack on supporting popu- 
lations quite unprecedented in warfare, and for which no 
adequate control has yet been developed, Further illustrations 
are unnecessary, It is desirable, however, to understand that 
new inventions are extremely numerous, and that the total 
net cffect on social change is very great. 

Very often the first effects of an invention are felt by those 
who manufacture it, or by those who use it directly. That 
is to say, invention impinges first on the immediate economic 
organizations; only some time later do the various social 
organizations and the government feel the impact of economic 
changes which had their origin in technological develop- 
ments, and only still later are the social philosophies adjusted 
to the new economic and social conditions, A few thinkers 
may anticipate with new social philosophies the changes con- 
sequent upon the adoption of new inventions; but these 
philosophies are not accepted by the people generally until 
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after those changes in the economic and social organizations 
have actually taken place. 

Were there space, this theory could be developed and but- 
tressed by evidence and argument. In the remaining pages 
it is desired, however, only to point out the social implications 
of such a series of economic and social changes as has been 
indicated, 

In the first place, it is suggested that if it be desired to slow 
up economic and social change, a reduction should be made 
in the number of inventors, or rather of inventions, or at least 
that these latter should be held back. Once an invention has 
been released, it is difficult or impossible to prevent the accom- 
panying economic and social changes from taking place; and 
unless changes have already been instituted in the correlated 
social institutions, there follows a period of considerable 
maladjustment. The problem then becomes, not to hinder, 
but to speed up the accompanying social changes, since at this 
stage of the process little can be done to prevent the basic 
changes which have been precipitated by the released inven- 
tions. The application of steam to mechanical inventions as 
a source of power precipitated a revolution in methods of 
production which resulted in a revolution in the family, Once 
the changes in methods of production were an accomplished 
fact, it was futile to try to arrest the revolution in the family, 
either by exhortations or otherwise. It would have been more 
profitable for the family to have speeded up as rapidly as 
possible its adjustments to the machine age. Only if the In- 
dustrial Revolution had not taken place could we have kept 
the old type of family organization. 

The great purpose of control is to establish and maintain 
an organization in the interests of justice, This requires the 
establishment and maintenance of balance among all the 
various factors of our economic and social life. Only by fore- 
seeing the coming adjustments and preparing in advance for 
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them by the establishment of changed methods of control, 
can this be accomplished, But rarely has this been done in 
social matter, Rather, because of the time lag in adjusting 
to social change, most attempts at control today are merely 
efforts to get in hand bad situations that have already 
developed, 

The logical means to control is planning; and adequate con- 
trol must be based on planning in and for a changing society. 
How can this he done? The logical answer, though not the 
practical one, is clear, The logical way is to anticipate (a) 
the inventions and (4) the social effects of these inventions. 
But the practical difficulties, as already noted, are very great. 
It is true that the major inventions are recorded, and so may 
easily be known; it is also true that it takes from twenty to 
twenty-five years for an invention to be developed and put 
into use; so that there would secm to be sufficient time in 
which to work out its probable success, and its social effects, 
But as a practical matter, it is very difficult to determine 
which, out of a sample of, say, one hundred inventions, will 
be developed and will be successful, and which will fail. 
Ticlison, the inventor of the phonograph, thought that it would 
have little influence as a musical instrument; he predicted that 
its greatest usc would be as a toy, but suggested that it might 
also be used to record the last words of dying persons. So 
that even the inventor himself does not foresee the uses to 
which his invention will be put, much less visualize the far- 
removed social consequences of such inventions, Still, it is 
believed to be possible to do much more than is now being 
done in anticipating the social consequences of technological 
advances, 

However, granting that the success of some inventions may , 
be foreseen and that a few of the social consequences may be 
visualized, there still remains the problem of acting on this 
knowledge. We all think the mechanical cotton-picker “will » 
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soon make its appearance. We can foresee many of its pos- 
sible consequences to the cotton system in the Southern states: 
first, of all, perhaps, the technological unemployment which 
will follow its introduction. Yet society is doing liule in 
advance to meet the situation, It is very doubtful whether 
we shall turn an effective hand to preventing the attendant 
problems, Instead, we seem to be involved in frantic efforts 
to keep up with the technology already developed that is 
running away with us. So, perhaps, it seems overambitious 
to propose that we attempt to plan and act in advance of 
technological changes, in view of the weight of opposition— 
especially that of “the vested interests"—that must be met. 

The theory of social change, with the accompanying need 
of changed social controls and the lag in making the new 
adjustments, is not very encouraging. Yet it is always sur- 
prising to see what human effort can accomplish, as is shown 
by the list of brilliant achievements of the past, If then, there 
be wider understanding of the problem which confronts us, 
and society makes the effort, there is reason to believe that 
much can be done to anticipate the needs for new economic 
and social controls, by planning in advance, although it would 
be unwise to underestimate the difficulties, 
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(i) 
The New Imagination! 
Richard Dana Skinner 


Although we aie far from a stage in our social develop- 
ment where technical improvements may be introduced 
without creating grave social problems, does this in itself 
justily the proscription or interference with new inven- 
ions? To what extent can technical progress be made 
subject to human contral? ‘To what extent can new social 
situations created by technological advance be dealt with 
scientifically? Perhaps it is not too late to consider the 
fact that the purpose of labor is to permit man to rest, 
to recreate, and to speculate on the fourth dimensional 
problem of “how."—F, M. 


HWE COMFORTLEsS idea that the ghost of an old horse is trot- , 
Tsing in front of all the express trains of the world sprang , 
from the brain of H. G. Wells at the turn of this century, For 
once Mr, Wells was quite right, It is too bad that he switched 
his attention from this great discovery to other and Jess impor- 

‘ 


1 Reprinted fram adilantie Monthly, June 1936, Vol, 157, No. 6, by special per- 
mission of the editors and Mr. Skinner, 
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tant matters, Had he amplified his discovery, preached it from 
the housetops and jammed it into the consciousness of modern 
life, he might have saved us from some of the deepest tragedies 
of unemployment. He might have freed us from our slavery to 
the machine. 

The completion of Mr. Wells’ discovery is this—that, since 
the technical and scientific age began, our- imaginations have 
failed utterly and miserably to keep pace with our inventive 
ability. We invent something and then fail to use it to its 
logical capacity, one result being to throw men out of work 
without creating enough new work to reabsorb them and many 
more. f 

For example,—to revive Mr. Wells’ illustration of the rail- 
roads,—we invented in the'carly nineteenth century a method 
of putting a steam pump on wheels so that it could propel 
itself forward. This was the locomotive—probably the most 
important invention in locomotion since the cartwheel itself. 
Certainly it brought the first serious change in man’s ways of 
transporting himself in many thousands of years. The loco- 
motive was a superb concept. It was something wholly new 
under the sun. It was so big that it dwarfed the world, liter- 
ally making the world smaller by thousands of hours. It was 
man’s first great conquest of time since horses and wheels had 
been harnessed together. It changed at once every historic 
relation between time and space. It was vastly more than 
a mechanical invention. It generated a complete revolution 
in the relation of man to man, and of man to distance. 

But what did our imaginations do to this astounding inven- 
tion? Did our minds even faintly encompass its meaning? 
Faintly—perhaps. But deeply and richly—no. The best our 
feeble imaginations could do was to call this superb creation 
“the iron horse,” It was not a horse. It lacked even the remot- 
est resemblance to a horse. But we called it a horse because 
our minds had been limited by the horse for thousands of years 
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whenever we thought of transportation, We not only called 
it a horse, but—and here Jay the great crime of omission, the 
great sin of stunted imagination—we used it as we had always 
used the horse! We litcrally hitched this magnificent new 
creation in front of the tramcars and stagecoaches built for 
horses and made the locomotive drag these coaches and trams 
along the same narrow rails over which the horse had plodded. 
We continued to do this for so long that, before our sluggish 
imaginations could wake up to our mistake, the cost of chang- 
ing the size of the railroad tracks became prohibitive. The 
gauge of all the railroad tracks of the world was set, and re- 
mains set today, by the capacity of the horse. We dwarfed our 
invention of the locomotive to terms of horsepower. And there 
it remains, limited, cramped, and overshadowed by the ghost of 
the horsel 

The locomotive was inherently capable of drawing a car at 
least twice the width of the familiar railroad coach—a car that 
would offer comfort and space to the traveler instead of unbear- 
ably cramped quarters. That scientific horror, the sleeping 
car, with its narrow aisles and stuffy berths and miniature con- 
veniences, is part of the exorbitant price we pay today as a 
wholly unnecessary tribute to the horse, A grin of triumph 
must lurk in the mouth of every ancient gray mare grazing , 
on a farm as the ‘luxury’ express speeds by. She knows her 
victory over the imaginations of men, 

But the railroad is only one hidden conquest of the horse. 
The spavined gray mare can laugh at the automobile, too— 
and, again, it is Mr. Wells who hinted at her victory, At the 
time he wrote Avticipations, published in 1902, the modern 
* automobile was little more than a rumor. He spoke of the 
possibility of a self-propelling vehicle which might attain such 
incredible speeds as sixty miles an hour. But the automobile 
did come, and with it speeds far in excess of sixty miles an 
hour, Again man evolved a superb invention. But the best we 
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could do was to call it a “horseless carriage.” This time we 
actually implied by the word “houseless” the elimination of 
the horse. But in the next woud, “carriage,” we yanked the 
horse back again. The gasoline engine would pull a carriage 
just as the horse had pulled it, and—herewith the crime of 
countless accidents and sudden death—over the very carriage 
roads sacred to the horse. 

Mr. Wells wrote optimistically of great highways, resembling 
in size and architectural beauty the old Roman viaducts, along 
which the new self-propelling vehicles could speed safely at 
sixty miles an hour, with one-way traffic lanes and separate 
lanes for freight and pleasure vehicles, Had he fully grasped 
the significance of his own discovery about the railroads, he 
would have predicted more clearly, and not merely by infer- 
ence, the second bankruptcy of imagination in favor of the 
horse. He would have said, “Men will continue for a third of 
a century and more to limit this magnificent new vehicle by 
forcing it to go over the old, narrow, winding horse-carriage 
roads; they will make its potentially safe speed unsafe by the 
sudden turns and invisible dangers of the horse road; they will 
invite head-on collisions with the impact of twice sixty miles 
an hour; they will spend millions on resurfacing and making 
permanent the highways of the horse instead of providing 
roads actually built to the power and specifications of the auto- 
mobile; they will some day stand appalled at thousands upon 
thousands of fatal accidents in a year and will put all the blame 
on careless drivers instead of taking the crime to their own 
hearts and indicting their own incredible lack of imagination.” 

Since we could not easily rebuild whole cities and city streets, 
we are perhaps not to blame for the continued small size of 
the automobile. The horse is not honored in that detail, But 
we have no defense for our interurban highways. Not one of 
them today is a match for our invention of the automobile. 
Not one of them provides that complement to the inherent 


RICIIARD “DANA SKINNER 609 


safety of which the automobile can boast. Every single impor- 

tant highway in the country today is obsolete as a companion 

to the automobile. Yet, ironically enough, our imaginations! 
still tremble before the problem of providing “useful” work 

for the unemployed! 

A million mcn and millions of tons of concrete and steel 
could be usefully employed today in nothing but the complete 
rebuilding of our highway system to catch up with our inven-, 
lion of the automobile, But our imaginations are still leashed 
to the horse. We have surfaced our toads at huge expense. 
We have, perhaps, cut off a dangerous corner here and a diffi- 
cult grade there, but we have still made no fundamental change 
in highway construction, We have shown no ingenuity in 
road building even faintly comparable to the ingenuity re- 
quired to construct just one small part of the automobile— 
the brakes. Yet, if we brutally capitalize the economic value 
of a human being at $50,000, and multiply that figure by 35,000 
automobile fatalities a year, we arrive al an annual economic 
cost of one and three quarter billions. The cost in human 
anguish is incomparably greater. If our imaginations were 
only unleashed from the horse, we might replace that annual 
econotnic loss with a corresponding economic gain and wipe 
out our past sins of omission. 

But it is not only in automobiles and railroads that we con- 
tinue to live in a “horsepower” age. The meaning of Mr. 
Wells’ discovery cuts far deeper than the illustrations he blithely 
drew at the turn of the century. What he implied is vastly 
more important than what he said. Every time that we pro- 
duce, through invention, more than we are able to consume, 
through alert imagination, we run into a social and human 
impasse, Modern banking is an invention in itself—as inher- 
ently different from the hard-money banking of the Middle 
Ages as the horse from the automobile. But our imaginations 
are still quite incapable of using this new invention, We try to 
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run it on hard-money rules as religiously as we try to run the 
automobile on horse roads, Or, to enlarge the scope, our whole 
technological equipment permits, inherently, an astounding rise 
in the material standard of living; yet we constantly limit it by 
the fears of overproduction based on an economy of hand labor 
and an inelastic demand for the products of labor. In our 
technical society, it is supply (at reasonable and lowering 
prices) that creates demand; and, since technology provides an, 


almost unlimited supply, the potential demand has an elasticity _ 


it never before possessed. ae. 


When the makin-ét a carriage body, for example, demanded 
a fixed or constant quantity of hand labor, and,when the poten- 
tal buyefs had to create their buying power by an equally fixed 
amount of hand labor in some other trade, such as shoemaking, 
then both supply and demand were relatively inelastic, and 
limited by the number of hours of labor a given population 
could devote to varied types of hand production. But as mg- 
chines reduced the number of man hours in an automobile, 
and also the number of man hours in a pair of shoes, the 
shoemakers could buy more automobiles and the automobile 
makers could buy more pairs of shoes. It needs the courage 
of a brilliant imagination for a Henry Ford to foresee that a 
plentiful supply of automobiles at a constantly lowering price 
would end in an automobile for nearly every family, compared 
to the thousands of years during which only one family in a 
thousand could buy a carriage. Happily, Mr. Ford had just the 
quality of imagination required to bring about this astonishing 
result, But if he had not created the supply and lowered the 
price and thus permitted the potential demand to become an 
actual demand, he might still be producing only a few thou- 
sand cars a year, and cars would still hold the luxury position 
that carriages once held. 
Thus through the whole fabric of our modern technical life 
} the true balance can be maintained only by matching invention 
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with imagination in the usc of invention, We already know, 
in a remote and academic way, that air conditioning has ren- 
dered millions of houses and apartment buildings partly obso- 
lete, ‘But how many manufacturers, taking the hint from Mr. 
Ford’s history, have stepped up production of air-conditioning 
units and reduced the unit price to a point where every family 

can live and sleep without absorbing untold quantities of carbon 
nmionoxide and dust and smoke pollution? Broadly speaking, 
‘ong can still almost buy an automobile for the price of an air- 
‘conditioning box for one large room, 

The stecl industry is only beginning? at this late ‘date, to 
suspect a potential demand for steel-frame houses comparable 
to the demonstrated demand for automobiles. It is only within 
two or three ycars that the chemical industry has seriously 
turned to the extraction of industrial materials from farm prod- 
ucts. This was a case of imagination delayed for more than a 
tentury. Human beings can still consume only a given amount 
of food, That, at least, is 6ne form of demand that must al- 
ways remain inelastic, But if chemistry finds a way of making 
building materials cheaply enough from cornstalks and alfalfa, 
or newsprint paper from hay, then the farmer can aspire to 
clastic markets ‘that will help to keep him on an equality with 
industry. Imagination has at last seized on this possible use of 
chemical invention, but the awakening took a hundred years.; 

This need of matching invention with imagination is almost 
as new as the technical cra itself, That is our one excuse and 
our one hope. It is only in a very limited sense that we had 
to use imagination in pre-inventive days, Let us take the case, 
for example, of John Adams setting out on his difficult diplo- 
matic missions abroad during the Revolution. He made his 
outward journey on a sailing vessel, He knew he would re- 
turn the same way—if he returned at all, His imagination 
could play with the possible events that might make his return 
impossible, but he did not have to give a thought as to how 


612 INVENTION AND ECONOMIC CONTROL 


he would return. He would cross the seas cxactly as his ances- 
tors had crossed them. He would see the stars at night through 
masts and rigging, and there would always be the same hours 
of impatience in a dead calm, But a young man setting out on 
a two- or three-year voyage today has no idea at all of how 
he may return, He may come back through the air, and quite 
possibly in a stratosphere rocket. His imagination has a new 
dimension to play in—the dimension of the “how.” 

Once—and for long thousands of ycars—it was possible for 
a man to learn a trade, and to know from that point on just 
how he would earn his living. Today a whole trade may be 
abolished overnight. A decade from now, bricklaying and 
plastering may be lost arts. General Washington at Valley 
Forge may have wondered when and where he would meet 
the enemy, but at least he knew that he would fight with 
muskets and artillery and sabred cavalry, The “how” of war- 
fare was a known quantity, But an army staff of today, think. 
ing in terms. of gas and airplanes, may find tomorrow’s battle 
fought with electric rays. 

Imagination that once moved in terms of “when,” “where,” 
‘and “what” now has this fourth dimension of “how.” It is a 
wholly new challenge to human capacity, It reaches into 
industry and finance, into war and peace and the fates of 
nations, into every material phase of individual existence, It 
destroys much of the value of careful planning, and places an 
immeasurable premium on alertness and adaptability and in- 
stant perception of change. Invention has thrown down the 
gauntlet to imagination—and the life and happiness of man 
are the stakes, 
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ECONOMIC PLANNING AND THE 
CULTURE COMPLEX 


E, C, Lindeman 


Although planning is essential in the modern world 
in order to make available the benefits of industrial prog- 
ress for the many, no economic planning can of and by 
itself bring about a Utopia, Abandoning the eighteenth- 
century belief that the benefits of industrial progress will 
be automatically shared, a planned economic order pro- 
poses to substitute a sizable amount of authority for market 
freedom. It may therefore culminate in a new form of 
slavery, or it may utilize our industrial technology to 
release the individual from grinding toil and give him 
security for a richer personal life, Granting that planning 
is a necessary basis for such a richer life, students of society 
must then try to appraise the effects of economic planning 
upon cultural life, upon arts, education, recreation, and 
religion; upon those fields of life in which the individual 
creates, learns, renews himself, and arrives at his basic 
codrdinating belicfs. 

Clearly, social planning cannot be confined to the work 
of economic experts. Hand in hand with economic 
planning must go a rational search designed to determine 
what ideals to foster in cultural life, It may well be that 
economic planning is only a prelude to cultural planning. 
~—T.M. 


“{u is clear, then, chat not all the elements in the physical environ- 
ment are culturally utilized by any given tribe, Also, that the use 
made of similar or identical features differs from tribe to tribe, thus 
resulting in a variety of cultural forms."—Early Civilization, A. A. 
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HE SIMPLE truth, stated so clearly by Goldcnweiser in the 
Tie quotation, is difficult to accept. It runs counter to 
man’s inclination to grasp the simplest possible interpretation 
of his experience in his world. He wants a single key which 
will unlock all the chambers at once, an explanation which 
will resolve his logical dilemmas and allow him to live by 
formula, He wishes to believe, for example, that there exists 
some single and powerful determinant which, when under- 
stood, explains all of man’s individual reactions as well as his 
collective conduct. ‘Fhose who presume to derive their notions 
from science prefer that this determining farce shall be en- 
vironmental, that is, some element in the world which is 
external to man. Explanations are thus made exceedingly 
simple: whatever man is as organism or as society is the con- 
sequence of determining forces in his environment. But, un- 
happily, such explanations invariably turn out to be mere 
abstractions which fall to the ground the moment they are 
exposed to actuality. As Goldenweiser pointed out long ago, 
it would be convenient to conclude that the Eskimos of Arctic 
North America and the Chukchees of Arctic Siberia must 
evolve a similar civilization and a similar culture because their 
external environments are almost identical. However, even a 
cursory examination of the two groups reveals startling dif- 
ferences, For example, while it might be expected that both 
would naturally build and live in snow houses, the straight 
fact is that the Eskimos live in snow houses while the Chuk- 
chees live in houses constructed with wooden supports and 
covered with hides, 

Environments do, of course, condition man’s behavior, In 
one sense his behavior is a function of his environment. Yet, 
if the organism were nothing more than a bundle of receptors 
capable only of reacting to stimuli originating outside the 
organism, the environmentalists and the determinists might 
have an easy time of it, and man’s experience could be entirely 
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rationalized in terms of a simple fatalism. It is precisely this 
simplified fatalism which men at large refuse to accept: both 
the unsophisticated and the learned continue to behave as if 
the organism possessed some degree of response selectivity. If 
they have been trained scientifically, they know that man be- 
comes what he does, but they also know that what he does is 
not wholly determined by forces operating outside himself; 
they know that he may respond to stimuli either adsently 
(toward) or abiently (away from),* and that, consequently, 
there exists a principle of selectivity, a “locus of freedom.” To 
the extent that man is free to adapt and adjust to his environ- 
ment he is capable of altering it, of bringing it closer to his 
desires and aspirations, There is nothing in nature itself, for 
example, which foreordained that man should invent ma- 
chines. But, wherever he has made this adaptation, he has 
acquired vast increments of freedom, The fact that the ma- 
chine does not provide him with greater economic freedom 
does not relate to the machine, but rather to man; if and when 
he makes up his mind that the chief function of the machine 
is to lift all men to greater heights of economic freedom, at 
that moment this adaptation will have completed itself, But 
the significant element in the above equation is this: the use 
of machines is not determined by machines but by man, that 
is, by society. The machine obviously becomes a secondary 
source of stimulus and thereby conditions man’s behavior, 
but it cannot control his behavior. Whatever else the machine 
may be, it was once man adapting himself to his environ- 
ment; consequently, man should become peculiarly free wher- 
ever he has found it possible to invent and utilize machines. 
If the machine should, through procedures of economic plan- 
ning, serve the purpose of providing economic well-being and 





1H, B, Holt, Animal Drive aud the Leaning Process. Uenry Uolt and Company, 
New York, 1932, 
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security for all men, experience would not thereby become 
unified and standardized. This new freedom would be put 
to different uses in each unit of civilization, Indeed, man 
would, I believe, quickly demand a new range of personal 
freedom and a wider scope for individual variations. 

If the above argument is valid, it appears that economic 
planning needs to be considered in multiple contexts. For 
present purposes I select only two major considerations to 
which I shall give arbitrary titles. Society consists of lwo in- 
teracting forces, one of which may be said to be primarily 
environmental and the other primarily volitional. To the 
first I shall give the name Crwlization and to the second 
Culture? Science, economics, and the techniques belong to 
civilization. Cylture, on the other hand, provides cmotional 
organization of experience. Methods of living derive from 
civilization, The tone of experience derives from culture. The 
culminating value for civilization is efficiency; for culture it 
is sufficiency, The values which attach to civilization are 
largely rational while those which attach to culture are cmo- 
tional. When civilization and culture are confluent, that is, 
harmoniously interactive, that which is efficient also becomes 
beautiful. Where there is discrepancy between civilization 
and culture (Ogburn’s “cultural-lag”) that which is efficient 
may and usually does emanate as ugliness, ~ 

Economic planning cannot of and by itself provide a satisfy- 
ing experience for man. And, if economic planning is con- 
ceived to be and is initiated as a compulsory pattern to be im. 





2 This arbitrary use of the twa terms civilization and culture involves certain dite 
culties, The latter term is already habitually used in at least three different ways, 
and most people appear to use both terms interchangeably, In order to avoid this 
difficulty some anthropologists have substituted the word mbanation for civilisation 
and thereupon use the term ciléie to apply to so-called folk societies, Tor present 
purposes we need not become involved in controversy over the use of these words 
so long as we understand that the social process consists of two interacting and inter 
dependent phases one of which may be called civilization and the other culture. 
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posed upon men, not merely in the sphere of things but also 
in the area of values, its success will be short-lived. The rule 
of things, technology and economics, is an aspect of experience 
which necds to be put in its place so that man’s cultural aspira- 
tions may have free play. It appears to me that the principal 
imperative of our time is that we shall learn how to mutualize 
our cconomic concerns through appropriate collective forms 
in order that our potential energies and resources may be re- 
Icased, The shape of these collective patterns will naturally 
vary in each unit of civilization, but there will also be simi- 
larities in control. The great and inviting adventure of the 
future, however, will receive its coloring from a new burst of 
cultural freedom, When the varied collective forms will have 
reached effectiveness of performance, and when the machines 
will have freed us from excessive toil, we shall thenceforth 
seek for a new expericnce-tone which will be nourished by our 
hitherto-repressed and frustrated feelings.* 

A futuristic view of coming society must, then, include in 
its statesmanlike perspective consideration of the culture com- 
plee. Cultural values are invariably imbedded in and con- 
served by social institutions, by producers of nonconsumable 
goods or services, and by those vague but powerful conditioners 
of human conduct known as the folk-ways. As already in- 
dicated, these valucs arise from feelings and emotions, Science 
releases energics but it does not provide direction, Its pre- 
occupation is with means, not ends. The time has come, 
therefore, when those of critical inclinations must give atten- 
tion to our social institutions and to those innumerable inter- 
actions between personalities which give rise to a sense of value, 

In the interests of space economy I shall confine myself to a 
few critical remarks concerning only the following categories 


8 The cognate problem of new repressions and fiusteations (psychoses) in a society 
which furnishes economic security through planning 1s, obviously, important, but its 
consideration would carry us too far afield for present purposes, 
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of culture: Education, the Arts, Recreation, and Religion, 
Each of these aspects of experience I shall consider as an 
organic part of personality growth and consequently an essen- 
tial element in every culture complex, The meaning of these 
terms becomes clearer, perhaps, when stated as verbs, namely; 
to learn, to create, to renew, and to believe. The ultimate 
success of any societal form depends upon its capacity to fur- 
nish free opportunities for growth on each of these levels, In 
other words, the test of collectivism is its effect upon indi- 
vidual personality considered as growth, A planned socicty 
which does not take into consideration these ingredients of 
personality can only culminate in a new variety of slavery, 
perhaps the worst of all forms of bondage, namely: that which 
limits man’s experience to the manipulation of things. Emer- 
son’s haunting sentence is here apropos: 


Half engaged in the soil, pawing to get 
free, man needs all the music that can be 
brought to disengage him. 


Before proceeding to separate treatment of the above ¢ul- 
tural categories, it may serve to indicate their interrelations 
and interconnections—their organic character, if they may be 
viewed in graphic form. The following chart is designed to 
reveal the importance of considering culture as a complex, but 
also as a whole, and of showing how the parts are related to 
the experience of the growing personality. 

In spite of the deficiencies of graphic representations, this 
chart should help to make clearer the conception of culture as 
an interacting pattern of values through which the experience 
of the growing personality takes on meaning and purpose. 
Intelligence, for example, is not the result of mere learning, 
of mere accumulation of facts, but rather of an interrelation 
between facts and the feeling for adventure; recteation is 
adventurous, and consequently refreshing, renewing, only 
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when emerging in enjoyment which can be believed in for its 
own sake and not for some ulterior purpose. And, complet- 
ing the cycle, belief which is not also a form of and a deriva- 
live of the critical spirit is nothing more than evasion of 
reality, 

EDUCATION 


EXPERIENCE 
OF THE 


GROWING 
PERSONALITY 


uAna> MI 
ZOo-o-Trma 








RECREATION 


Epucation 


Growing and learning are usually thought of as synonymous 
functions; but learning becomes growth only when it rises 
above the purely instrumental plane. Education is a way of 
illuminating experience, but it may also become a kind of 
experience itself, When one learns for and through experi- 
ence, growth of the personality is inevitable, Intelligence 
functions in three dimensions: (a) it furnishes a story of the 
past, (2) it enables one to deal reasonably with the present, 
and (¢) it permits one to rehearse for the future. Its futuristic 
function is, perhaps, the most significant, since in rehearsing 
for future experience the necessity of choosing between 
assorted and probable values becomes imperative. 

Criticism of contemporary education and educational insti- 
tutions impinges at this point: the major zeal in present educa- 
tional pursuits derives from the desire to acquire instruments 
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which will enable the learner to get what he wants; but, to 
get what one wants, without learning also to choose and dis- 
criminate between varietics of wants, culminates in defeat. 
The higher function of learning is to aid the learner in deter- 
mining what is really worth wanting. Advanced thinkers 
seem now agreed that what the world wants, what we need, 
is economic planning, Those who have profited most by our 
present system of education do not, however, want economic 
planning; they wish to be left alone to exploit natural re- 
sources, technology, and human Jabor on behalf of private 
gain. If they persist, they will defeat themselves as well as 
others, since 1t now seems evident that we cannot produce a 
sufficient amount of wealth to fuinish a good life to the 

* masses on the basis of private initiative. Moreover, economic 
planning calls for intellectual procedures involving the use of 
numerous perspectives, but this is precisely what our instru- 
mental education fails to provide. Education, if it is to per- 
form the function of transmuting our desires, will become 
increasingly important in a planned society but its importance 
will arise from a shift from means and methods to ends ahd 
values, In short, education will become a true cultural pur- 
suit, not a mere discipline for collecting tested devices and 
techniques. The necessaty reorganization of our educational 
system which is implied in the above formula should now 
become one of the concerns of all persons who are genuinely 
interested in economic planning. 


Tre Arts 


The true artist produces goods which are to be enjoyed, and 
appreciated as an imperishable consumable good, His func- 
tion derives from the “nature of things” but he transcends the 
merely “natural” when his products reveal qualities which 
are eternal, not transient. True enjoyment is always eternal; 
its essence is its process, not its end, When the artist achieves 
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his dual aim of providing enjoyment for use, as in architecture 
for example, his cultural importance increases; then he helps 
to relate beauty to the daily round of expericnce; he achieves 
integration in expericnce, not merely for those who enjoy his 
product but also for himself; the ends and the means become 
onc, All art is useful when it induces enjoyment. 

In contemporary society the arts have become somehow 
dislocated. They cxist as segments of experience, fractions. 
The artist who earns his livelihood through creative endeavor 
must sooner or later bow to the dictates of external com- 
pulsions. Those who do the least “bowing” naturally become 
the most creative; those for whom the genuflections to our 
acquisitive society come easily become conventional, academic, 
timid, unadventurous, stale. In a measure this will always be 
so, since art is essentially an adventure, an excursion into the 
unknown. The artist who is wholly free from a spirit of 
rebelliousness belongs to civilization but not culture, Also, 
the artist who cannot discern the tragic element in human 
experience is sure to become, sooner or later, a shallow 
craftsman, 

Those who advocate cconomic planning, no matter how 
specialized their experience has been in the sphere either of 
engincering or of economics, must ultimately come to see the 
connection between economic security (one of the major ob- 
jectives of planning) and the creative arts. The capacity to 
create, to appreciate, and to enjoy objects of beauty is not 
limited by anything in human nature itself. On the contrary, 
those particular limitations which tend to set the arts apart 
from experience are inherent in our existing forms of economic 
and social control. ‘This entire area of experience might be 
suddenly kindled into a new burst of creativeness through 
economic planning; but this result will not accrue automati- 
cally, Indced, those economic planners who do not recognize 
the interplay between the necessary and the beautiful might 
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easily defeat creativeness. They might, for example, impose 
upon artists a kind of regimentation which would inevitably 
kill the spint of creativeness; they might also compel appre- 
ciators to limit their enjoyment to only that which derives 
from and 1s agreeable to their conception of economic civiliza- 
tion—in which case enjoyment would soon become sheer 
imitativeness supported by shallow or false feelings. 


RECREATION 


If planning is to be regarded as the instrument for realizing 
the fruits of a state of relative plenty, its initial and basic 
by-product, from the cultural point of view, will be increased 
letsure, or time free from the compulsions of economic neces- 
sity and scarcity. Leisure has no cultural meaning unless 
people possess also freedom to choose their activities, In the 
chart on page 619, recreation is placed next to the arts, im- 
plying its capacity to furnish that sort of relief from compul- 
sion and from the humdrum which is both creative and re- 
creative at the same time, and which consequently endows 
experience with a quality of adventurousness. The goal which 
is thus involved in creative and recreative living allows for 
methods which might become vicious when employed in the 
sphere of necessity. For example, competitive games might 
serve to give the body its tone and the mind its changeful 
rest, whereas competitiveness on behalf of things might tend 
metely to enhance acquisitive impulses at the expense of the 
welfare of other persons, Competition in games is, or might 
be, always a striving for excellence; competition in the realm 
of economics invariably becomes a striving after more things, 
or more power over others. The goal of productive economics 
is to bring into existence the maximum amount of wealth 
and thereupon to distribute this wealth so equitably as to 
insure an ever-higher standard of living for the masses. The 
goal of recreation 1s to allow the greatest amount of free play 
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to the total organism and the total personality to the end that 
the maximum capacities of growth are approximated. 

Leisure time as utilized in present society is seldom creative 
and only accidentally recreative. More often than not it repre- 
sents merely a restless attempt to compensate for the unsatis- 
factory nature of occupational experience. Hobbies, for ex- 
ample, which are so universally extolled, are frequently seen 
to be nothing more than compensatory reactions against a 
dull life. The business or professional man who is bored by 
his necessary companions and experiences no adventure in 
his routinized occupation finds livelier associates and fresher 
outlets for his interests in his hobbies, If he had his way, he 
probably would exchange his hobby for his occupation, and 
the exchange might make a more honest person of him. I do 
not deny that this compensatory réle of recreation has its 
merits, particularly in a society which rewards dullness so long 
as it is associated with ability to acquire wealth; but a truly 
cultural leisure must certainly be founded upon a more valid 
conception. 

Recreation is a way of teaching the body to engage in a 
wider range of activities and the mind to flow in channels of 
larger perspective, Since the function is to renew the per- 
sonality, it always embraces the quality of adventure, What 
is really enjoyed in recreative moments is the feeling of expan- 
siveness, of growth, of contact with new zones of experience. 
There is always rhythm in play because there is always free- 
dom. Dancing, for example, may become a series of routines 
(the name, by the way, applied in commercial theatres is the 
“dance routine”) allowing for a minimum of variation. Under 
these conditions, and unless utilized for some ulterior purpose, 
the dance would hence soon become a source of fatigue rather 
than refreshment. In a planned society there will be need for 
greater amounts of leisure, but there will be an even greater 
need for the cultivation of free persons. Recreation will, 
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hence, become a much more important concern than at pres- 
ent. In a planned society it should not be permissible to 
exploit leisure for profit. The real theatre, in a planned 
society, for example, would become a people’s theatre, not a 
commercial exploiter’s source of profits. 


RELIGION 


According to Santayana, everything may have a physical 
foundation but it may also have a spiritual fulfillment. Man 
continues to search for some larger, more embracing generaliza- 
tion within which to find a higher meaning for his fragmen- 
tary experiences. When man finds such a generalization he 
calls it God; when he persuades others to believe in his gen- 
eralization he calls it religion; and when he founds an institu- 
tion to propagate the faith he calls it a church. God, religion, 
and church are all nouns which, as John Dewey has shown,‘ 
tend to produce “theological cramps” (Emerson); the nouns 
used in religious discourse stand in the way of the quality of 
experience to which true religion is an aspirational response, 
Because the organized church has not stood steadfastly on the 
side of true learning, the arts, and recreation, it has been 
maneuvered into taking sides with the vested interests; and, 
consequently, the institutions of religion are threatened at every 
point where accelerated social change is in process, It is not 
accidental that the revolutionary governments of Soviet Russia 
and modern Mexico are found to be in conflict with organized 
religion, 

By reference once more to the chart on page 619, it will be 
seen that religion is placed in juxtaposition with recreation on 
the one hand, and with learning on the other. This position 
suggests the three related values of freedom (deriving from 
recreatjon), critical attitudes (arising from education), and 
belief (arising from religion.) If this two-dimensional chart 





‘John Dewey, Towards A Common Faith (Terry Lectures), Yale University 
Press, New Haven, 1934. 
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could now be folded backward at the edges in order to form 
a cylinder, it would at once indicate the remaining relation- 
ship of beauty and creativeness. In this brief treatment I wish 
to confine myself, however, to a much narrower context. 

In order to avoid the distractions of mete verbalism I shall 
not attempt another definition of religion, Since my ap- 
proach is primarily pragmatic, il is possible to begin with the 
arbitrary definition suggested by William James: * 


Religion . . . . . shall mcan for us the feelings, acts 
and expetiences of individual men in their solitude, so far 
as they apprehend themselves to stand 1n relation to what- 
ever they may consider the divine, 


It seems to me entircly reasonable to interpret this definition 
of religion as inclusive of several other ideas which seem to 
me important, and I shall procced to list some of these: 


(a) Experiences may be called i¢hgious in terms of feel- 
ings and states of consciousness but their origins may, 

+* nevertheless, be social. : 

(6) Also, the consequences of such experiences may be, in 
fact, are, destined to have social bearings. 

(c) The chief fruits of such experiences which enable the 
individual in his solitude to apprehend his relation to 
whatever he may consider to be divine are: 

(t) an assurance that individual purposes may have 
a relation to more comprehensive purposes; 
(2) an assurance that individual experience has 
meanings which lie beyond the individual, 

(d) Religious experience is, then, a way of describing what 
happens to individuals who become aware of related- 
ness to larger wholes. 

(e) It is this quality of relatedness which enables thé in- 
dividual to behave with relative confidence (faith) 
in a world which is on all sides precarious and tends 
to waste individuality. 





5 William James, THe Varieties of Religious Esperience, p, 31 (Gifford Lectures). 
Longmans, Green and Company, New York, 1917, 
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If my amendments are admitted as integral parts of the prag- 
matic interpretation of religion, it becomes possible to interpret 
religion, not merely as a series of unique experiences happen- 
ing to isolated individuals, but rather as a quality of all ex- 
periences which characterizes the related person. In order to 
admit this much it becomes necessary, however, to reinterpret 
the term dyvine a task which is primarily metaphysical and 
hence somewhat out of place here. The sort of relatedness 
which appears to have reinvigorated the experiences of youth- 
ful communists in Soviet Russia, for example, ought not to 
be characterized as an apprehension of the “divine.” ‘The fact 
that this phenomenon appears in a society which claims to be 
based upon a materialistic conception of the universe seems to 
startle most observers; they describe the mood of these Rus- 
stans as being religious, and certainly, it might readily be in- 
cluded as one of the “varieties” of experience described by 
William James as religious. Its chief attribute is faith; these 
newly related persons believe; their belief may be seen to 
travel in two directions, namely; (a) from their socialized 
life, and (4) toward a futuristic dream of human progress. 
This condition in a modern society demands attention regard- 
less of what one’s opinions may be concerning the methods of 
communism or the validity of dialectical materialism. 
Successive Five-Year Plans may not fit into the orthodox 
conception of the meaning of the term divine and yet it is 
my opinion that the new mood of faith in Soviet Russia 
springs neither from communism nor from dialectical ma- 
terialism, but rather from a new way of living, and that this 
new mode of life originated not with the Revolution, but with 
the first Five-Year Plan. A revolution may destroy existing 
barriers and make channels for new experiences, but the new 
experience itself is a post-revolutionary fact. A revolution may 
not convert the recalcitrant but a qualitatively new way of 
life is the result of a conversion which grows out of new 
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forms of relatedness. If conversion of this behavioristic type 
is to grow into a new and relatively stable pattern of life, it 
must be accompanied by the critical spirit, that is, by learning 
which is more than mere indoctrination. Otherwise, the new 
pattern will become too rigid, just as has so often happened 
in connection with organized religions. 

I have traversed a rather wide ciicuit in order to make what 
may be, after all, a simple point, namely; that we cannot 
expect a renewal of that sort of faith which qualifies experi- 
ence and lifts it above its current trials and disappointments 
until we have reordered our economic and social systems. 
Many of the existing institutions of organized religion now 
stand in actual opposition to this program; hence, from my 
point of view, they do not really function on behalf of a valid 
religious experience. In so far as these institutions are able 
to adapt themselves to a situation which calls for belief in 
present prospects for a good life, they may become useful 
allies for achieving the new social order which is to use 
economic planning as one of its instruments, To the extent 
that they fail in this adaptation, they face the probability of 
extinction. 

In conclusion ic may be said that the above thesis is an 
appeal to consider cconomic planning in its cultural setting, 
A planned society that will satisfy the needs of a growing 
personality cannot be built nor managed by engineers and 
economists alone; they need help from other experts, An 
adequate emotional organization of experience is to be found, 
not in an efficient civilization alone, but in harmonious rela- 
tionships between such a civilization and its corresponding 
culture. 


9 For a further claboration of this thesis sce the author's contribution to the sym- 
posium on Planning conducted under the auspices of the American Academy of 
Political and Social Sciences, Praceedings, July 1932. 
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Curaprer XVII 


PROPAGANDA IN A PLANNED 
SOCIETY 


Harold D. Lasswell 


In his analysis of “Propaganda,” in the Encyclopedia of 
the Social Sciences, Professor Lasswell describes it as the 
technique of influencing human action by the manipulation 
of representations. Although this practice stems from 
ancient times, ils use in modern society has reached im- 
mense proportions, largely because of the greater oppor- 
tunity now available to further propaganda by spoken, 
written, pictorial or musical media. As a technique, 
propaganda is amoral and its fundamental purpose is 
to influence social attitudes, It therefore represents a most 
powerful factor in the process of social change. The uses 
of propaganda in a planned society are legion, while the 
necessity of influencing social attitudes in communist or 
Fascist states has created techniques undreamed of by 
fin de sidcle liberals, Libeitarian societies saw in freedom 
of opinion a progress-making force; planned societies, on 
the contrary, must act more directly; they must quite 
frankly set about to unify public opinion in order to mini- 
mize coercion. But even the subtlest form of compulsion 
is nevertheless coercive, and hence freedom can never have 
the same meaning in a planned society that it once had or 
pretended to have in an automatic economy.—F, M, 


nerevern the ties of automatic allegiance have been 
dissolved, men have re-learned the power of passions 
in the life of society, and the potency of words, of news, of 
opinions, in the control of passions. They agree with the 


eighteenth-century publicist who wrote: 


“The only Way therefore of dealing with Mankind is to 
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deal with their Passions; and the Founders of all States and 
of all Religions have ever done so, The first Elements or 
Knowledge of Politicks is the Knowledge of the Passions; and 
the Art of Government is chiefly the Art of Applying to the 
Passions . . . . And because Passion and Opinion are so 
nearly related, and have such Force upon each other; arbi- 
trary Courts and crafty Knaves have ever endeavoured to 
force or frighten or deceive the People into a Uniformity of 
Thoughts, especially of Religious Thoughts.” * 

It is not to be presumed that the leaders of planned societies 
will be exempt from the necessity of guiding the “passions” 
and standardizing the convictions of men. The ruling order 
of any society is protected when certain loyalties, demands and 
expectations are taken for granted by the community, These 
attitudes, nonrationally accepted, are the “noble lies” of Plato, 
and the “myths” of Sorel. In a planned society the “noble 
lie” must justify the practice of vesting authority to plan in 
the hands of responsible persons, and emphasize the impor- 
tance of cooperation in the common enterprise. 

What can be done by words, and word-substitutes, depends 
upon the “realities” as distinguished from the “formalities,” 
of the circumstances in which they are used. The nature of 
the connection between words and acts in a planned society 
will become plain only when we have arrived at some clear 
conception of what is meant by such a society. 

Here are the formal criteria of a planned society: an agency 
or agencies authorized to plan; a plan comprehensive in scope; 
and agencies empowered to put the plan into effect. These 
requirements would not be met by the establishment of a 
National Planning Authority authorized to propose and ad- 
vise, rather than to formulate and direct, Nor would these 





1Cato in the London Jounal, July 29, 1721. Cited by W. 'T, Laprade, Public 
Opmon and Poliics in Exghteenth Century England, p, 190. The Macmillan Com- 
ds 
Pany, New York, 1936. ‘ 
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requirements be met by an agency empowered to coérdinate 
the national Wansportation system, but deprived of authority 
to fix the population policy, the savings policy, the income 
distribution policy of the nation, In a planned socicty there 
must be authorization and comprehensiveness. 

The criteria of effective control, in contradistinction to 
formal authority, are adherence and codperation, By adher- 
ence is meant the actual attitude of authorities. They must 
have enough energy to initiate and to strive to execute com- 
prehensive plans. They must be justified, also, in expecting 
coéperation by the community. The probability of codpera- 
tion can be calculated by referring to the past attitudes of the 
community in similar circumstances, or by noticing recent 
enthusiasm for the authorities or the projects in question. 

Part of the situation itself is, indeed, expressed in the words 
which are used to justify planning and to moralize codpera- 
tion, These words are the mythology previously mentioned. 
A firmly established mythology may be called ideology. A 
planned society clearly needs an ideology available to the | 
planners who expect to elicit aid from the community. 

Manifestly there are all thinkable gradations of authority- 
control relationships. It is possible to imagine a socicty so 
devoted to planning, and so loyal to the system of recruiting 
planners, that authorities need give little thought to propa- 
ganda, Simple enunciation of objective and command suffices. 
Under such conditions there would be no protesting voice 
against the ruling idea of comprehensive planning, no angry 
shout of remonstrance against the competence of the planning 
personnel, no indignant criticism of the mode by which they 
are recruited, Whether the planners were elected by the com- 
munity or chosen by a self-perpetuating board, there would be 
no aspersions cast upon their integrity, ability, or representa- 
tiveness, 

This idyllic state of affairs has maintained itself for a time 
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in some communistic settlements; but the record of most of 
them is marred by controversy and unfraternal conduct. We 
learn, for example, of the Harmonists who settled at Economy, 
Pennsylvania, in 1824. Although the experiment continued 
for many years, one factional dispute reduced the total popula- 
tion of 700 by a third? During their halcyon days, such vil- 
lages have benefited from the profound emotional bonds 
which may always be depended upon to confer some unity 
upon those who embark upon adventurous enterprise. Re- 
jecting the world of convention, the participants in these excit- 
ing ventures have glorified the possibility of withdrawing from 
the evil contamination of the “world,” or revelled in the hope 
of establishing a model city to be emulated by a grateful 
mankind throughout the ages. 

Such were the emotional springs and the alluring myths 
which contributed to the success of some communistic enter- 
prises. Before Marxism came to dominate European socialism, 
the energy of social reformers was often devoted to the plan- 
ning of model communities. The “utopian” literature of the 
early nineteenth century is illuminated by imaginative pic- 
tures of ideal commonwealths, and not a little of the ardor 
of social protest found an outlet in communal experiments, 
Wherever a project was inaugurated there was the same 
prophetic vision, sacrificial devotion, passionate loyalty. 

The same emotional surge has proved essential to the only 
modern instance of large-scale planning, the U.S.S.R. “The 
building of socialism in a single country,” “Socialist construc- 
tion,” “The First Five-Year Plan,” and “The Second Five- 
Year Plan” are projects which were undertaken by active 
minorities inspired by revolutionary zeal, prophetic vision, 
collective discipline. Planning came after the titanic convul- 





?For a history of “Communistic Settlements,” see the article by this title in the 
Encyclopaedsa of the Soctal Sciences, by Dogothy W. Douglas and Katharine Du Pre 
Lumpkin, (Vol. IV, pp 95-102) The Macmillan Company, New York, 193. 
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sions of revolutionary crises which demolished monarchism, 
parliamentarism, capitalism; crises in which a new élite seized 
power in the name of all prolctarians everywhere, inaugurat- 
ing, it was believed, a new epoch in human history; crises at 
the threshold of a “classless” society. 

When the revolution failed to move toward universality, 
when the scope of the Soviet Union was restricted to the 
boundaries of Russia, energy was directed to the task of world 
revolution by example rather than precept, by construction 
rather than conspitacy. The building of a modern utopia 
galvanized the youth, who offered themselves with unstinting 
devotion, on the altar of the future. 

Out of this continuing crisis may emerge a social order so 
devoted to the practice of comprehensive planning, so loyal 
to the methods of selecting the planners, so loyal to the 
symbols of self-justification, that oppostion will dwindle to 
nothing. That this possibility lics in the future need not 
blind us to the recent past. This most impressive example 
of large-scale modern planning succeeded as much by violence 
and boycott as by persuasion and inducement. The planned 
society of the U.S.S.R. is no communistic settlement of volun- 
tary enthusiasts comparable with the experimental villages of 
the first Doukhobors, Shakers, Amanists, Huterians, or Per- 
fectionists. Not only is the scale of operation gigantically 
enlarged; the methods are incalculably more ruthless. There 
is less dependence upon spontaneous community of faith than 
upon imposed regimentation of action. One need not forget 
the three million or more peasants who were deliberately 
starved to death by the Russian planners in 1933,° 

We arc therefore drawn to accept the proposition that the 





§ See William Ienry Chamberlin, Ressia’s ron Age. Little, Brown and Company, 
Boston, 1935. (When I was in Moscow in the late summer of 1932, several well- 
informed people were alteady whispering that about five million peasants would 
probably starve, The rumors and the facts were kept from the outside world by 
vigilant censorship.) 
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inaugurating of a planned society in a large-scale modern com- 
munity depends on dictatorship. In dictatorship, authority 
and control are exercised by a few who rely upon the exten- 
sive use and threat of coercion, who narrow the basis of au- 
thority and control, who advance claims which at first are 
sharply derided as illegitimate. 

In the light of this analysis the function of propaganda in 
a planned society becomes a phase of the general problem of 
propaganda and dictatorship. In a discussion of this theme in 
another place it was held that no direct connection was to 
be anticipated between the two. Why this is so can be made 
plain by considering the meaning of the words used in stating 
the problem. The term “propaganda” refers to acts which 
vary through time. Propaganda can be measured by the use 
of such indices as hours spent per capita circulating symbols 
which are responded to so many hours per capita. The term 
“dictatorship,” on the other hand, describes a complex “struc- 
ture” of government. There are no available indices of how 
“more ar less dictatorship” varies through time. Communities 
are sumply classified at different periods as “either dictator- 
ships or not.” Hence the technical difficulty involved in ascer- 
taining interrelations, 

This is another way of underlining the proposition stated 
at the outset of this discussion, which insisted that what can 
be done by words depends upon the “facts” as well as the 
“forms.” Authoritative provisions can be made for planning, 
but where opposition exists the propaganda problem will be 
quite different from the task in’ the community where 
unanimity can be presumed in advance, Even emperors have 
been blocked by resistance to the exercise of their formal 
prerogatives, Joseph the Second is an instructive instance, 





4See my chapter, “The Scope of Research on Propaganda and Dictatorship,” in 
Propaganda and Dictatorship, edited by Harwood 1, Childs, Princeton University 
Press, Princeton, 1936, 
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His mind teemed with projects for the modernization of his 
domains, Yet Joseph, “The revolutionary Emperor,” as S. K. 
Padover has called him, seeking to rule by decree, alienated 
every important element in society, died amid unexampled 
execration, and many of his measures perished with him.’ 

If the Emperor had seen the importance of effective propa- 
ganda, the necessity for maintaining a predominance of power * 
at any one time, he might have won more lasting victories, 

He was carried away by the rationality of his ends and forgot 

to make his means adequately nonrational. 

If we are called upon to advise a vigorous body of authorized 
planners, we can do little better than insist upon exact state- 
ments in advance of who is supposed to do what. What 
overt acts are wanted? Who is already active in favor of 
them? Who is already active against them? What words 
and word-substitutes will nullify the hostile, preserve the 
friendly, win the indifferent? 

By viewing the enterprise as a whole, planners can arrange 
subcampaigns to heighten the prestige of the central regime. , 
The masterly sloganeering technique of the rulers of the 
Soviet Union shows what can be done. At nearly every step 
of the way, the ruling group clarified for themselves and 
others the factual situation of the moment, The factual 
analysis implied the acts appropriate to the next impending 
epoch. Never was there prolonged drift without recourse to 
plausible charts of navigation. Vast and exciting programs 
were trimmed down to definite periods of time, Achievements 
were constantly reported, praise and blame incessantly 
apportioned. 

There are certain dynamic laws of socio-personal change | 
which must be taken into account by planners.” Strenuous ,/ 
planners may be reminded that an increase in self-sacrifice 





5Sce S, K, Padover, The Revolutionary Emperor. Robert O, Ballou, New York, 
1934+ 
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heightens internal psychological tension, and creates a dis- 
position to self-indulgence. If planners whip up the pace of 
their exactions on behalf of a common goal, they compel the 
population to endure the internal stress of holding counter- 
impulses under control. 

The peculiar “psychic epidemics” among soldiers show 
what is involved. After strenuous work, loyal and disciplined 
soldiers have often fallen into alarming lethargies or “shell 
shock” seizures which were wholly disproportionate to the 
immediate difficulties of the environment. Fits of hysterical 
singing or irresponsible exhibitionism testify to the depth of 
disturbing tension. The root of the trouble is the prolonged 
repression and suppression of impulses incompatible with 
sacrifice. Impulses to escape, to retaliate against command. 
ing officers, to be looked after without effort; such are com- 
ponents of the personality which are held in check.° 

Wise planners adapt their policies to the psychological neces- 
sities, conscious and unconscious, of the community. By 1932 
the responsible leaders of the Soviet Union were thoroughly 
aware of the dangers which threatened them from an over- 
wrought population. Certain relaxations were provided for. 
Asticles began to appear about the “proletarian’s right to 
romance,” talented directors of the cinema were instructed to 
evolve Soviet comedies, and emphasis shifted away from 
indoctrination to entertainment. The cinema was subject to 
somewhat less minute control. During periods of crisis this 
control was, and has continued to be, detailed. One example 
1s representative: 

A distinguished director was commissioned to help the trac- 
tor campaign with another picture. One “shot” showed a 
sudden duSt storm obliterating the works of man. This was 
intended to remind the audience of the struggle of nature 





; {The literature on “morale” and “neuroses in war" contains many examples and 
interpretations. 
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against man. The incident was deleted, however, because it 
was supposed to contribute to counter-revolutionary fatalism. 
Tt was argued that the Russian peasant must learn to think of 
himself as subduing nature. 

If it is true that more self-sacrifice creates demands for self- 
indulgence, it is no less true that self-indulgence creates de- 
mands for self-sacrifice. No one can scan the history of post- 
war crusades without appreciating the extent to which young 
and old have becn willing to lay down their comforts, and 
often their lives, on behalf of strenuous collective programs. 
Boys condemned to idlencss, petty laxity, and general futility 
during times of depression have rallied to the call for sacrifice, 
duty, order, discipline, loyalty, obedience, strenuousness, 
Without passing judgment on whether National Socialism or 
Italian Fascism have led, or are leading, to a planned society, 
it is safe to assert that they are brilliant examples of the 
conscience appeal, They demand self-sacrifice, 

Manifestly, therefore, there are great psychological reserves 
which are capable of being integrated in collective service. : 
Such reserves are generated in periods which appear uncon- 
genial to the discipline of the planned society. Yet ambitious 
planners can count on revulsion against individualistic ways 
of life when these ways fail to coincide with prosperity and 
prestige. 

In vigorous and successful planning, there are certain per- 
manent psychological requirements to be taken into considera- 
tion. The masses need targets upon which they can projects 
strength, weakness, guilt, affection. Persons are bound 
together in society by their common emotional relationship 
to symbols held in common. These symbols takajon mean- 
ings which answer the psychic necessities of the population. 

Impulses toward power not gratified in immediate reality 
can be indirectly gratified by identifying the primary self with « 
a secondary self which is treated as bigger, wiser, and greater, 
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(“The Third Reich,” “The Building of the Classless Society.”) 
Affectionate impulses, not entirely exhausted in the world of 
immediate reality, are expressed 1n submissive devotion to 
common leaders, emblems, rituals, and tasks. Impulses to 
despise the puny self are projected upon the common enemy; 
he is treated as weak, for he is bound to be defeated. Im- 
pulses to condemn the “immoral” tendencies of the personality 
may also be projected upon others; not the self, but the world 
outside, 1s conspirative, treasonable, and immoral. 

From this analysis, the psychological necessity of the 
“scapegoat” 1s plain. The scapegoat is the target of the ten- 
dencies of the personality which are incompatible with the 
existing structure of authority and conventionality, The re- 
pression and suppression of these tendencies generate inner 
psychic stress. Stress may be relieved by the comparatively 
primitive method of “projection,” which treats the symbol 
of the “outside” as the locus of the disagreeable features of 
the self.’ The scapegoat is the target for inhibited anti- 
authoritarian tendencies, for feelings of weakness and guilti- 
ness, In the Soviet Union serviceable targets have been the 
“foreign imperialists,” “capitalists,” “bourgeoisie,” “kulaks,” 
“sabotaging engineers,” “exchange speculators,” “priests,” and 
many more. 

Active planners are likely to find the catharsis function of 
propaganda partictlarly important because they are themselves 
bound to be conspicuous targets for the discharge of tension. 
By catharsis 1s meant the relief of emotional stress without 
changing institutional practices, Press campaigns and or- 
ganized protest against “foreign enemies” are convenient 
alternatives to explosion. Every constituted authority relies 





1 These dynanusms are most carefully studied in the clinical psychology of Sigmund 
Freud, For their ‘significance in politics, see my Psychopathology and Politics, Unis 
versity of Chicago Press, Chicago, 1930; World Politics and Personal Insecurity, 
McGraw-Hill Book Company, New York, 1935) and Politics: Who Gets What, 
When, Haw McGraw-Hill Baok Campatly, New York, 1936 
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upon defense by cathaisis, and dictatorial regimes often de- 
velop the art to a high point of refinement. Proper timing of 
“significant new departures” is part of the technique of 
catharsis, Rosenstock-Fianck has suggested that the “Charter 
of Labor,” promulgated in Italy in April, 1927, was intended 
to put the workers in a receptive frame of mind to the “volun- 
tary” wage cuts of May of that year. The much-announced 
“Corporative State” has apparently had a similar psychological 
function,* 

A planned society, like any society, must trust to propaganda 
as a comparatively inexpensive means of obtaining concerted 
action. The amount of propaganda used will depend upon 
the number of acts desired, the number of persons mvolved, 
the novelty of the acts desired, the novelty of the symbols ‘ 
used, and the frequency of dissent, If the planners are 
energetic, the tempo of activity may be great and the reliance 
upon propaganda extensive. In this, as in so many respects, 
it is not the authority but the context of control which 
determines the réle of propaganda, 

The general conclusion 1s that the place of propaganda in a 
planned society depends upon the “facts” accompanying the 
“forms.” There must be authorities empowered to make and 
execute comprehensive plans. The scope of propaganda will 
depend upon the vigor with which constituted authority tries 
to adhere Lo the formal requirements, and the extent to which 
the coéperation of the community is forthcoming. Little 
propaganda is needed when the community accepts the ruling 
symbols and practices, Little propaganda may be needed 
when constituted authority, though accepted,,undertakes to 
accomplish little. Planning in modern large-scale societies 
is likely to be inaugurated, not by democracies but By dictator- 





% 

8 Consult L. Rosenstock-Fianck, L’Rcouome corporative fasciste en doctrine et en 
fait, J, Gamber, Paris, 19343 Gactano Salyemim, Under the Axe of Fascism, Viking 
Press, New York, 1936; Herman Finer, Mussoline’s Tialy, Uenry Holt and Company, 
New York, 1935. 
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ships. This implies the presence of active resistance to the 
ruling élite. By the use of propaganda an energetic élite can 
hope to be ultimately successful in inspiring enough loyalty 
to dispense with coercion, and to align common effort along 
congenial lines. In any case it is essential to take into account 
the changing and the permanent psychdlogical necessities of 
the mass, and to master the “Art of Government” as “chiefly 
the Art of Applying to the Passions.” 


Binwiosrarny 


Childs, H, L,, editoi, “Pressure Groups and Propaganda,” Anuals 
of the American Academy of Political and Social Science, May, 
1935+ ; tds 
Propaganda and Dictatorship. Princeton University Press, 
Princeton, 1936. 

Finer, Herman, Mussolin's Italy. Henry Holt and Company, 
New York, 1935. 

Haiper, S. N, Cire Traming in Soviet Russta, University of 
Chicago Press, Chicago, 1929. 

Lasswell, H. D,, Casey, R. D., and Smith, B. L., Propaganda and 
Promotional Activities: An Annotated Bibliography. Uni- 
versity of Minnesota Press, Minneapolis, 1935, 

Riegel, O. W., Mobilizing for Chaos, The Story of the New 
Propaganda, Yale University Press, New Haven, 1934. 

Schuman, F, L,, The Nazi Dictatorshep. Alfred A, Knopf, New 
York, 1935. 

Broutpcrarmicat Noir 


A general guidem the lnergtuie of propaganda is the extensive 
Propaganda and Piomogional Activities: An Annotated Bibliog- 
raphy. Xt will be pdssible to follow recent research and events 
in the Public Opimon Quarterly which began publication at the 
Princeton Univgrsity' Press.in December, 1936, A survey of recent 
developments is in a special number of the Annals for May, 19355 
entitled “Pressygé Groups, and Propaganda.” More closely con- 
nected with the' present topic are: Propaganda and Dictatorship; 
Mobilizing for, Chaos, The Story of the New Propaganda; Mus- 
solint’s Italy; The Nazi Dictatorship; and Civic Training in Soviet 
Russia. 7 


Cyarrer XVIII 


POLITICAL CONSEQUENCES OF 
ECONOMIC PLANNING* 


D. Mitrany 


In the opening article of the fast volume of the 
Encyclopaedia of the Social Sciences, Professor BE. R. A, 
Seligman declares that “the chicf concern of the Greek 
sages was . . . . politics or political science because it 
dealt with the polis, the highest form of self-governing com- 
monwealth.” Since Hellenic times this interest in political 
institutions has not diminished. Thinkets have persistently 
sought ways for achieving efficient social organization and 
administration, Today, the state scems to be the logical 
instrument for linking those economic and political func- 
tions which are necessary for the achievement of a planned 
order, What basic changes will be required cannot be 
predicted: a redefinition of liberty in a planned. society 
might well mean a redefiniuon of democracy. A new 
social conception might arise in which rights and power 
might be determined by scivice performed, rather than 
from the possession of wealth. Yet, whatever political 
changes are necessary, it scems fairly clear that they cannot 
be confined to a particular nation, ‘The idle of raw ma- 
terials in world markets is only ohe Lactgfthat indicates 
that isolated national planning might casil¥"lead to much 
greater economic chaos than .that experienced under a 
system of relatively fice enterprise —F, M. 


HE GENERAL derision and skepticism! with which the 
Soviet Five-Year Plan was at first received have been suc- 
ceeded by almost as universal a worship of the idea of planning. 
The causes of that mass conversion are many-sided. In the 


2 Reprinted from the Yale Review, Vol, XXIII, No. 4, by special ‘permission of the 
editors, Copyright 1934, by the Yale University Press, 
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main, they are, of course, economic: the search for a way out 
of the harrowing crisis which has depressed the whole world, 
Partly they are social: the pressure of the masses for a saner 
use and fairer distribution of material resources. Partly, no 
doubt, they are political: the effort of the returning reac. 
tionary elements to control the life of the people even if they 
do not, or because they do not, intend to make any change 
in it, Dictatorship and economic control usually go hand in 
hand, 

Now, it is natural that this utter reversal of the economic 
ideas of the last century cannot leave untouched the political 
arrangements which were apptopriate to them. It is as well, 
then, if we see advantages in economic planning, that we 
should know what political changes would further its use and 
prevent its abuse: It 1s also natural that planned national sys- 
tems cannot mix with one another on the old footing of free 
trade. Here, also, new devices must be invented so as to make 
the most, for the sake of peace and prosperity, of the idea of 
planning. But the startling thing is that in this field, far 
from inducing a fresh and broader vision, planning has swept 
us back into a narrow mercantilist outlook. Instead of mak- 
ing us wish, logically, to widen and improve the international 
division of labor which has developed during the last hundred 
years, it makes us act as if we would, if we could, destroy all 


traces of that ciation 

We have, indeed, reached such a degree of confusion in our 
attitude that we regard ‘with suspicion and even hostility every 
economic transaction with other countries in which we en- 
gage. We have worked back to the view which Verri ex- 
pressed, well over a century ago, when he said, “Each 
advantage derived by a nation in trade causes damage to 
another nation, and the study of trade is a real war.” Economic 
intercourse with other countries is now spoken of ag if it 
were a burden and an imposition, It seems almost an act of 
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treason to suggest that economic activities arise because they 
satisfy some need or promise some advantage. Yet, while 
all countries take this injured attitude, no country, however 
nationalistic, has made up its mind to close its frontiers com- , 
pletely. Every country merely aspircs to turn the old economic 
swing door into a door which shall open only outwards, We 
indulge in this aspiration although it is clear that, with one or 
two possible exceptions, no country can create a national 
economy with the material and technical aid borrowed from 
international sources; and that in the measure in which one 
country succeeds in creating such a national economy it at 
once seeks to become an active factor in that international 
trade, Most of our present economic policies thus appear to 
play a sort of Alice-in-Wonderland game of hunting what 
they try to escape. In the broad scnse, we are in the midst 
of a revolution without a program. 

This state of chaos and confusion makes it all the more 
urgent that we should inquire into the meaning and possible 
results of the many national plans which are being discussed, 
and do it now, before all these plans are put into full opera- 
tion, It is traditionally difficult to get a tariff abolished. How 
much more difficult will it be to abolish an economic system 
in which an elaborate administrative machine, and great sec- 
tions of each people, will have acquired a yested interest? It 
is true that it was possible to do so with Brive ease at the 
end of the Great War, but the arrangements for economic 
control made during the War had been looked upon as part 
of the conduct of war itself, and it therefore seemed natural 
that they should be removed with the end of the conflict. 
Moreover, many of the people in charge of those arrangements 
had been drafted from private economic life and were eager 
to go back to it when its prospects were brilliant, and when 
the whole trend of outlook and sentiment was toward a re- 
turn to private enterprise. Now the trend is all in the opposite 
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direction, as is cvident from a most peculiar aspect of the 
present widespread demand for planning. 

Planning has, of course, been a central point in all radical 
theories for the reform of socicly—in Marxism and syndieal- 
ism, in guild socialism and communism, and it still remains 
so, But planning is now as much in favor with those elements 
in social life who have stood traditionally for private activity 
and against any and every form of interference by the state. 
For example, at the meeting of the American Institute of 
Steel Construction (in which are associated one hundred and 
sixty-six major engineering concerns) in October, 1932, its 
President, Mr. Charles N, Mitts, scored the lack of protective 
legislation, for some concerns driven to the wall hy compe. 
tition. “This situation,” he said, “is a damaging accusation of 
the narrow policy of our legislators, who enact laws to guar 
anice the freedom of competition but offer no assistance to 
those who are forced into bankruptcy because of ruthless com« 
petition.” And the Institute’s executive director in his annual 
report denounced legislation which does not restrict 
competition, 

At the same time, while industry and finance are thus un- 
expectedly and perhaps unwittingly becoming socialistic, 
socialist labor is deliberately becoming nationalistic, Origi- 
nally, of course, socialism was everywhere universal in its 
outlook and appeal. But since the War especially, and nat 
withstanding frequent international conferences, the practical 
policy of the socialist movements has become in every country 
markedly national. Socialist and labor parties, which began 
as groups of intellectuals, are now increasingly the parties of 
industrial and of transport workers. As such they have a 
national standard of living to protect, all the more so because 
since the War the worker has been hemmed in to an une 
paralleled extent within the limits of his own country, and 
quite as much through the action of his own class as through 
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the action of the bourgeoisie. Moreover, during the rapid 
advance in the first years after the War, large scclions of 
workers lost their proletarian character; while labor leaders 
had a growing share in the government of their countries and, 
in that function, frequently came to set aside international 
ideals for national claims. 

In addition, it is obvious that there is, so Lo speak, a com- 
pensating relation between the increasing socialism of the 
state and the ératisme of the socialists. The more the state 
has to give, the greater the interest in the state of those who 
receive its benefits. For all these reasons, the supposed or 
actual international outlook of the working masses can now 
hardly be counted upon as an active political force, Wher- 
ever plans of economic organization have been put forward 
by labor groups, there is littke from the standpoint of inter 
national codperation to distinguish them from plans put 
forward by so-called capitalist groups. 

The simple truth would seem to be that the doctrine of 
laissez faire which inspired the old liberalism is completely 
lost for the modern world, In this century, and especially 
since the War, organization cither on a class basis or on a 
national basis has become the dominant and universally ac 
cepted economic outlook. In so far as there is a conflict of 
views, it is a conflict between different ideals of organization, 
The striking fact is that the demand for planning is heard at 
the same time from both ends of the social scale, It is this 
dual origin of the demand that explains the twofold 
expectation inspiring the new outlook, 

The essential cconomic aspiration at present is toward 
stabilization—stabilization of prices, markets, wages, and so 
on, The Western world was shaken before the War by many 
a severe economic crisis, but none gave rise to a similar desire 
for applying the brakes to quantitative and technical expan- 
sion, Advance in production remained the dominant aim, 
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Now, however, the idea of stabilization permeates almost the 
whole of the enormous ouput in econamic literature, hath 
currents of thought, from the Right and from the Left, meet 
ing ina common demand for national economic planning with 
this idea in view. But when it cames tq the ullimate purpose 
which a planned economy is to serve, deep-seated cdiflerenees 
appear, While one side merely hopes to save through plan- 
ning as much as may be saved of its present wealth and pasi- 
tion, the other side wants by this means to put a speedy end 
to the present order of things and to establish instead a more 
real measure of social equality, 

It is the desite for equalization, as contrasted with mere 
stabilization, which brings out the feature of the movement 
peculiar to our time, as it also brings into relief same of the 
paradoxes involved in it, The same economic estimate lends 
itself to vastly differing social conclusions when it is read by 
the working masses as an abundance of supplies and by their 
masters as a scarcity of demand. To the lauer our economic 
system appears to be overwhelmed by its own too great success 
in the field of production, both of natural supplies and of 
manufactured goods. It has, indeed, been asserted that, as the 
result of scientific inventions and of the accumulation of 
capital, the world’s industries are capable today of producing 
fifty to one hundred per cent more goods than were consumed 
even in the heyday of prosperity. 

Tt is striking that, except for the Russian experiment, the 
attempts at planning—for coffee in Brazil; for wheat, cotton, 
and oil in America; for sugar in Cuba; for rubber elsewhere— 
have been based on the principle of reducing supply rather 
than gratifying demand. In the West we have not got beyond 
the point of wishing to check production. It is a strange 
state of mind, For the limitation of production is not justified 
by any proof that the peoples at large suffer from a surfeit of 
things. There is, on the contrary, still a patent and painful 
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, deficiency of supplies even for elementary needs. Hence, fo 


the masses, the purpose of planning is not to slop but rathe: 
to push to the utmost the advance in production so as 
enrich and equalize distribution. 

The technical success of the old system has, in fact, under 
mined its social foundation, The masses could be induced tc 
go hungry and cold when there was apparently a shortage 
of things, but they would hardly accept poverty in plenty 
Curiously cnough, conservative protectionism and planning 
are unwittingly bringing aid to radical discontent.s During 
the freer intercourse of the nineteenth century, the supply o: 
goods and money coukl be represented as being conditionec 
by the working of commercial exchange; but in the measure 
in which forcign markets are closed, every country is of neces 
sity left with the use of its own resources, The nationalis 
pressure on the part of industrial leaders coincides with the 
pressure of the new popular demand for a more equitable 
distribution of these resources no longer wanted abroad bu 
all the more wanted at home; and so “national socialisin’ 
expresses in a rough-and-ready way the two factors of thi: 
new equation. Not only in Germany but even in the Unitec 
States, as President Roosevelt’s pronouncements (though they 
refer neither to nationalism nor to socialism) clearly indi: 
cate, the demand for national planning is an expression ol 
that popular movement for a higher, or at least for ar 
unadulterated, standard of living, 

"Thus the two main aims behind planning, stabilization anc 
equalization, indicate a trend toward the recasting of the 
economic and social structure jof the Western countries, Yet 
there is beyond doubt a third motive, without which the pic 
ture would not be complete, and which is decidedly non. 
economic in character. This is the present conception oi 
national security. Programs and policies of governments 
everywhere contain sufficient evidence that the new dogma al 
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economic self-sufficiency, like the old politienl nationalism, 
has its roots in the idea of defense. The Great War showed 
us all that economic power is the indispenstble broad founda. 
tion for the effective assertion of military power. Keonomic 
self-sufficiency has, therefore, come to be looked upon as an 
integral part of the system of defense. 

This brief survey of the chief forces which speed the movee 
ment for economic planning is of more than academic in 
terest. For whatever the initial theory, the purpose of the 
plans will in the end determine the ways and means as well 
as the temper of the new system. It is evident that such a 
profound transformation of the economic structure cannot 
come to pass without an equally profound effect on political 
structure and relations, both national and international, Yet, 
curiously enough, the political implications of economic plan- 
ning have been almost wholly ignored by its advocates, 
though the choice of instuuments to execute these plans may 
make all the difference, both at home and abroad, between 
codperation and conflict during the inevitably trying process 
of transition, Admittedly the subject is difficult, but it is an 
tintegral and important part of planning. 

A hundred years ago, in the early stages of the Industrial 
Revolution, the aim was to keep the state out of economic 
Jife, and the economic machine worked therefore independ- 
ently of the political machine. But in the new economic 
revolution which is just beginning, the state will be fully 
engaged, in various ways, in economic functions; hence its 
political instruments will have to be brought into proper gear. 
with the economic instruments, if the planned system is to 
run smoothly toward its goal. ‘This may he difficult; but we 
possess now sufficient experience to judge, in a broad way, 
what political means and principles arg compatible with a 
planned eae system. I will begin by considering the 
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side of the problem; for the kind of state we shall get under 
a system of planning will indicate the kind of relations we 
may expect between states. 

Stabilization, the first aim of our plans, implics control, 
to climinate uneconomic use of :esources and destructive com- 
petidan. Tt is clear that such action cannot be taken on any 
comprehensive scale, and with continuous and reliable effect, 
except on a systematic basis. Many of the schemes put [or- 
ward in England, in America, and elsewhere show anxiety to 
gel the benefits of stability while escaping the onus of public 
control, and so faver private planning by the industrial and 
financial interests themselves, This has been tried before— 
with rubber, sugar, steel, and so on—but it has always failed, 
In dimes of crisis such schemes have not been cnough, while 
in times of prosperity they have been too much, But apart 
from that, it is to be doubled whether private international 
cartels and syndicates could function effectively under a 
system of national planning. One must conclude that in so 
far as national plans involve, as most of them must, not only 
facilities for credit and protection for markets, but a long: 
range program upon a national sgale, it will be impossible to 
apply such plans without a measure of public control, One 
may, in fact, lay it down as an axiom that vational planning 
means public control, All the more systematic plans put for- 
ward in the several Western countries havé, indeed, accepted 
the idea of state control as basic. 

One can suggest with equal probability a sccond axiom: 
that public control implies equality of treatment. It is fairly 
obvious that equalization—even more than is the case with 
stabilization—cannot be secured and maintained without the 
intervention of public power, be it through uniform national 
Jaws, or through codes for the several industries, as were im- 
posed by the Roosevelt administration. Here equalization 
was an admitted aim of the codes, But the point is that 
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whether the drive for equality needs the support of the state 
or not, the intervention of the state cannot now be procured 
except upon a basic condition of general equality. Even were 
a system of national planning to start from concern with pro- 
duction, it would have to justify itself by a distinct regard for 
the common good; and that inevitably upon equalitarian 
terms, no matter what we call it. This has been true of every 
field in which the state has intervened in the past~alike in 
the dispensation of justice and in education, in the granting 
of pensions and in the supply of services, It is especially to 
be expected in a time of emergency. The cqualilarian aim, as 
many of us remember, played an important part in che work. 
ing and success of war cconomics. Something fundamental 
has, after all, evolved during the last century. We may change 
the form of democracy, but its utilitarian substance—the pro- 
motion of “the greatest happiness of the greatest number”— 
cannot be changed, Even Fascist dictatorships need the sup- 
port of the masses, and they therefore claim, and in a measure 
must prove if they are long to survive, that they are devoted 
to the needs of the people upon a socially democratic basis. 

Thus both stabilization and equalization, no less than 
security, inevitably presuppose the intervention of public au. 
thority in a planned cconomy, It will have to intervene to 
bring the plan into existence, to clirect its operation, and ta 
protect it against, or to combine it with, other national plans. 
In passing, we may note a subsidiary implication of this fact. 
Every time public authority intervenes in private enterprise, 
it is faced with unexpected reactions and repercussions, with 
difficulties and evasions, which force it to extend the area of 
its action, Here again, we have a good deal to learn from 
our experience during the War, when the attempt to control 
prices led to control of supplics, and the control of supplies 
led to control of produttion and dispribution. ' 

All these circumstAnces suggest that in the West planning 
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will have to be comprehensive in scope, ana pecause of the 
intervention of authority it is likely to be also compulsory in 
operation. This does not necessarily mean more centralized 
government and bureaucratic administration. Public control 
is just as Jikely-to mean decentralization—as, for instance, in 
the taking over from a nation-wide private corporation of 
activilics and services which could be performed with better 
results by local authorities. Planning, in fact, if it is in 
telligent, should allow for a great variety of organization, and 
should adapt the structure and working of its parts to the 
requirements of each case. 

A striking change of view on this point is evident in the 
paradox that the growing demand for state action comes 
together with a growing distiust of the state’s efficiency. 
Hence, even among socialists, as may be secn from the more 
recent Fabian tracts, the old idea of the nationalization of an 
industry under a government department, responsible to 
Parliament for both policy and management, has generally 
been replaced by schemes which even under public ownership 
provide for autonomous functional management, The ac- 
cepted idea is now management by some nonrepresentative 
hoard of technical experts, as applied by an Lnglish Con- 
servalive government in 1926 in the Central Electricity Board: 
In this case the capital is private, but dividends are limited 
and sharcholders have no voice in the clection of officers or 
in the management of the enterprise, The Board is appointed 
by the state and—like the cxecutives of the British Broad. 
casting Corporation and of the new London Transport 
Board—it is responsible to the Ministry and Parliament only 
ultimately, in issues of fundamental policy. By some such 
means the influence both of politics and of money can be 
eliminated, Radicals are conservatives now agree on the need 
for placing the management of such public undertakings 
upon a purely functional basis, which reduces the réle of 
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Parliament or of any other representative body to a distant, 
occasional, and indirect determination of general policy. 
This conclusion may he far-reaching, but it is by no mens 
far-fetched. We have again the lessons of the War (carefully 
examined in the scholarly volumes sponsored by the Carnegie 
Endowment) to show how inevitable is the eclipse of parlin- 
mentary or congressional influence under a system of plan. 
“ning. On this point Mr. John Maynard Keynes, who is a 
liberal rather than a socialist, has said, “A plinned economy 
will be impracticable unless there is the utmost decentraliza- 
tion in the handling of the expert controls.” Clearly, a sys- 
tematic cconomy cannot be run by a committee of several 
hundred members bent upon pandering to the wishes of 
various interests, and changed every few years, A representa. 
tive hody might lay down a general line of policy—and even 
that only within the limits first declared feasible by the ex. 
perts—but interpretation and enforcement would have to he 
left to expert bodies, armed with wide autonomous powers. 
Does this mean that if we copy the Soviet idea of economic 
planning we must accept also its methous of political cicta- 
torship? An element of government compulsion would 
‘probably be inevitable if we were to carry through so sweep. 
ing a change in our social and cconomic structure, Put the 
degree of compulsion would depend on a number of factors, 
whose force cannot in every case be foreseen, Hirst, it is clear 
that the larger the gap between the proposed plan and existing 
conditions, the more necessary the compulsion would be, In 
Russia the change meant passing from one extreme to the 
other; but in the Western countries it would be a matter of 
comparatively easy adaptation, Second, the longer the post- 
ponement of benefits from the plan, the greater the com- 
pulsion would have to be. Most plans probably involve cer- 
tain transient sacrifices for the sake of more lasting advan- 
tages. In Russia, where capital goods have to be cregged from 
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nothing, the Soviet plan means an extreme and painful post- 
ponement of enjoyment. In the West, national planning could 
mean hardly more than partial and temporary restrictions, and, 
if successful, there would follow a fairly speedy increase in 
the well-being of the masses. Again, compulsion would de. 
pend on the degree of opposition. In Russia, planning was 
the policy of a minority, forced upon a reluctant mass; in 
other countries, it might enlist in the beginning greater 
measures of consent. 

By its very nature and purpose, planning demands the sur- 
render of many libertics, often more shining than solid, which | 
we have enjoyed, Even if people are not pushed so far as to 
be held to compulsory Fish Days, as in llizabethan times, in 
order to breed sailors, we cannot expect to have planning with- 
oul some guiding restraint upon the use of our time and 
abilities and moncy. Docs that mean in reality the end of 
democracy? (In no way, but it means rather a redefinition 
of democracy, ) The principles and instruments of the era of 
individual liberty will have to be re-adapted to the new idea 
of social harmony. ‘The transition will be awkward, but it 
need not be despotically managed, If planning were to be 
attempted merely as a new edition of capitalism with ils un- 
equal distribution of benefits, dictatorial methods would, no 
doubt, have to he resorted to, But if economic planning were 
to be erected fairly and squarely upon a new social conception, 
upon a “new deal” in which rights and power would flow 
from the performance of service rather than from the posses- 
sion of wealth, we might well succeed in combining the rigors 
of control with the democratic principle of consent, and a 
democratic definition of purpose with the autonomy of 
technical execution. The inevitable loss of some of our recent 
individual liberties might thus be more than compensated by 
the benefits of a new social harmony, 

But whatever benefits economic planning may promise from 
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a national standpoint, it is a scrious question whether from an 
international standpoint the plans, as they now stand, are not 
as dangerous as they are fallacious. ‘The nineteenth-century 
economic Jyissex faire could be quite naturally combined with 
general freedom of international intercourse, But the new 
twenticth-century éatisme cannot allow such freedam, Hither 
it will block international intercourse or it will itself organize 
it. At present the movement would seem to be set full in the 
first direction, The growing number of devotees of national 
planning are either indifferent or frankly hostile to inter. 
national economic relations. The bulk of the articles and 
books on the subject ignores the international aspect altogether; 
the few writers who mention it are not helpful or hopeful. 
This curious indifference to a vital aspect of the issue is 
perhaps to be explained as a wish to simplify the problems 
which oppress us rather than as a truly considered view of 
their range and possible solution, For such consideration 
would soon reveal that the systematic economic plan of one 
country cannot be carried out—unless, indeed, all idea of eco- 
nomic intercourse between nations is abandoned—without 
réference to the equally systematic plans of other countries, 
It is clearly of little use to control the production of wheat 
and cotton in the United States and to disregard the plans of 
other countries which produce wheat and cotton, and also the 
plans of other countries which consume them, I think it is 
obvious that the more scientific and balanced a national plan 
is, the more easily it can be upset by the impact of rival plans, 
On this side of the problem, two or three primary points 
may be mentioned. In the first place, it is evident that, as 
things are, only two countries might achieve a closed economic 
system, namely: the United States and Russia; though, of 
course, at present Soviet industry is heavily clependent upon 
the outside world, and it has been argued that all the main 
American industries require some strategic element not now 
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to be found in the United States. For the great mass of other 
countries, with England as a conspicuous example, such an 
achievement in present conditions is entirely out of the ques- 
tion, Under a system of this kind the tendency would natur- 
ally he for cach country or group to reserve for its own use 
those things and resources which are found within its terri- 
tory. As the much-discussed Memorandum on Imperial 
Unity, prepared in 1930 for the English Trades Union Coun- 
cil, put it, “In the case of certain products of which there is 
a scarcity this may involve to some extent a monopoly of such 
products for our own group.” The adjustment of resources 
and activities to which we have grown accustomed under 
the international division of labor would be possible no longer. 

The countries rich in essential raw materials would claim 
a patent of perpetual privilege, while the less happy breeds, 
unless science should come to their aid, would have to accept 
a state of perpetual deficiency. The “open door,” now still 
ajar, would be banged and bolted. ‘The movement of men 
and money, according to the needs and opportunities of the 
moment, would be hampered in ways already forecast by the 
many irksome restrictions upon immigration and the “star 
chamber” method through which various countries are trying 
to check the export of currency and the flight of capital. In- 
stead of the present peaceful and progressive drift towards the 
increasing autonomy of colonies and dependencies, we should 
work back to a condition, of which recent incidents in the 
Far Hast are a mild sample, in which markets and materials 
could be secured only by taking possession of the territory in 
which they are found: a condition based upon ruthlessness and 
greed which would go far beyond the worst that was known 
in the opening up of Africa. At any rate, peace between con- 
tinents and the end of imperialism would become a dim and 
distant hope. For the curious though natural situation would 
arise that the countries possessing natural resources would be 
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less rather than more willing than hitherto, to sell ta other 
countries their surplus raw materials, even if they could not 
make immediate use of these, Jest they should part with: pos- 
sessions which they might need Jater or which might be used 
in contpetition against them. In the second place, in so far as 
a country’s economic life,is still related to outside supplics 
and exchanges, the very ends of planning—sable and orderly 
economic Jife~—may be stultified by the adoption of uncodrdi- 
nated plans on the part of different countries. 

Isolated national planning may, indeed, lead to a much 
worse economic chaos than we now experience under rela- 
tively free economic relations, ‘The existing system rests, after 
‘all, upon a substantial basis of spontancous cotirdination, mak. 
ing possible fairly accurate forecasts of supply and demand, of 
prices and costs, and so on, because the world’s efficient means 
of communication and transport enable us to know variations 
instantly in these several factors everywhere and to adjust them 
readily, But under a general national planning system, no 
such international forecast or adjustment would he possible. 
By a mere decree a country might suddenly restrict the flow 
of certain goods or, inversely, try to dump them in unexpected 
quantities, without regard to cost or price—as Russia did for 
a time with wheat, timber, and oil~in order to secure credits, 
or to capture a market, or for some other reason which daes 
not enter into the general calculations of production and 
trade, ‘This is already amply clear in matters of money, ‘The 
competitive depreciation of currencies is destroying the very 
basis and meaning of money asa token of exchange. In the 
hands of aggressive governments it becomes a weapon of 
sinister potency. 

Under a world system of national planning, most economic 
decisions in each country would in fact be political decisions, 
In such circumstances, the other national units would bz ex- 
posed to fluctuations and to competition much more violent 
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than under the present system. Such sudden and incalculable 
actions by “planned” states would come to play for industry 
and trade the same fickle part which the weather plays in 
agriculture—until recently the only economic activity to which 
anything like accurate forecasting has been inapplicable* ‘The 
nations would be exposed no longer to business cycles but to 
business cyclortes, ‘The one certain consequence, in my opinion, 
would be infinite chaos and friction—so much so that in the 
end nothing would prove more effectively the need for inter- 
national codrdination than these attempts at national detach- 
ment, Eventually, to find 2 way out of chaos, we should be 
driven to set up something like an international clearing- 
house which could regulate offers and demands; and such an 
office would soon become a much more indispensable and 
authoritative instrument of international government than 
the League’s economic section ever dreamed of being. 
Tinally, it is clear that besides failing to advance inter 
national efficiency, disconnect national planning would 
also fail to further international peace, With the increase in 
the size and ramifications of economic undertakings (and 
therefore with the ever wider reverberation of any collapse), 
there is a growing tendency to identify their well-being with 
the fate of the state. When a big bank or shipping company 
or other enterprise is in danger, it has become now almost an 
axiom that the state must step in to save it, Under a planned 
economy, even if it were partly private, that identification 
would go still further; for not only a particular undertaking 
ar dt particular industry but the whole national system might 
he endangered by failure at any one point. The unity of 
political and economic structure thus being very real, the 
effects on international relations would be very dangerous, 
The state itself would become the responsible controller of 
all ceonomie enterprise. Like any other body so responsible, 
it would tend to use all the means at its disposal to make a 
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success of its activities, and its economic interests would thus 
become inextricably bound up with its political power, 

Yet many people now favor national economic segregation 
just because in their view it promises to reduce friction among 
nations, /Mr. Keynes, for instance, in an article in De Yale 
Review,* decisively rejects the old opinion that economic inter- 
course between countries makes for peace; he argues that it 
makes rather for disputes and wars, 

This is by no means a novel point of view. IL was elabo- 
rated in 1800 by Fichte," with much spirit and insight, in an 
essay little noticed at the time and long forgotten, but full of 
the ideas of national planning which have just gained cur- 
rency as the latest in bold social thinking. ‘The point that 
especially interests us in Fichte’s argument is his insistence on 
one condition as essential before the planned and peaceful 
state that he describes can work, This condition is that the 
state must first secure what he called “natural frontiers,” using 
to achieve that primary aim all the instruments of diplomacy 
and, if necd be, of war—and by “natural frontiers” he meant 
such boundaries for a state’s territory as would make it prac 
tically self-sufficient. The achievement of that aim would 
have been difficult enough in Fichte’s time. It is very much 
more difficult in ours, The more complex the elements in our 
material life become, the farther do those ideal “natural 
frontiers” recede beyond our political frontiers. 

Fichte presented this argument for national planning, on 
the whole, with greater consistency than do its modern advo. 
cates, and he was not afraid to apply his principle with 
thoroughness, His ideal is the perfectly self-contained state. 
But if a nation’s economic life is influenced at all by the eco- 
nomic life of other nations, and it cannot be feasibly isolated, 





9 J,M. Keynes, “National Self-Sufficiency," in Yale Review, Val. XXIL, No. 4, Sum 
mer, 1933, pp 755~769. 
J, G, Fichte, Der geschlossene. J. G. Cotta, Tubingen, Uandelsstaat (1800), 
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there is only one way in which the adverse reactions of plan- 
ning can be avoided, This is for interdependent countries to 
organize their mutual relations systematically on a basis of 
active codperation, as an insurance against disturbance and 
shock. At present we are all, including Soviet Russia and the 
United States, elaborately dependent upon one another, and 
yet we are playing with a sullen economic nationalism, 

Tt may be true that when, after many trials and errors, we 
may come to see the sense of ministering lo our social needs 
rather than to our national vanities, we shall perhaps have 
reached the point where, for the first Lime, economic segrega- 
tion can be indulged in without injury to our Western stand- 
ards of living, A self-sufficient economic life for each nation, 
may, indeed, become progressively possible as we advance in 
the manufacture of synthetic raw materials and in the 
mechanization of production, Here we have already made a 
significant beginning, We get manure from air, food from 
chemicals, oil from coal, rubber from plants, silky yarns from 
fibres and pulp, power from running water—and before long 
perhaps we shall get power from tides and from the sun. It 
is a movement which our scientific curiosity is powerfully aid- 
ing, and which economic nationalism and the military search 
for “substitutes” are speeding up, The Anglo-Dutch control 
of natural rubber is largely responsible for the efforts made 
to produce synthetic rubber in Americas the difficulties ex- 
perienced by Italy and Austria in securing coal have had 
much to do with the rapid development of hydro-electric 
power in those countries; and economic-military motives are 
encouraging the extraction of petrol from coal in England. 

Our technical inventiveness thus opens up the prospect that 
we shall perhaps reach a time when everything may be pro- 
duced from anything anywhere; and when any country 
indeed, any province or district or city—-may reasonably aspire 
to become self-sufficient without inflicting injury either upon 
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‘its own citizens or upon others, That may seem wtapin, but 
at any rate it implics a rational utopia; for what T may call 
“synthetic self-sufficiency” is something which, if it comes, 
would be independent of our prejudices and could he practised 
without sclfish antagonism. 

But national economic planning, as al present envisaged, 
in a world so closely interlinked as ours, is utopian int dane 
gerously cmotional and illogical way. Most Western coun 
tries could not go through with planning of this type ant 
maintain move than one half of their present population, and 
that half not even at a quarter of their present standard: of 
living. Why did all the creators of famous utopias, whe for 
the sake of argument sct out on paper ideal social systems, 
choose islands in which to place their unique states? Because 
those dreamers were conscious that you coukl not crete a 
perfect state of things in only onc limb of a bady, he it the 
body of one human being or of all humanity, without regard 
for the fate of the other limbs, Our present national economic 
planning scems a curious attempt to weave those dead isltueds 
of utopia into the living fabric of international unity. 

The ultimate cause of the world’s discords and difficulties, 
put at ils simplest, may be said to be the habit of applying w 
relations between states, in spite of growing intercourse anil 
interdependence, a contrary set of principles from those which 
are found needful for the good fife within ench state, Lence 
the ultimate test of the virtue of any change is this: in what 
manner and degree will it reduce that confict of attitude and 
conduct? As regards the present national planning, the 
answer must be that it may rather sharpen that conflict. It is 
inevitable that, under this planning, economic life should 
become identified with political power; and it is difficult to 
See how in international relations a political power keenly 
intent upon the success of its economic plans would be less 
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provocative than are the private corporations whose competi- 
tion we now often deplore. 

It is hardly true, as Mr, Keynes and others now suggest, that 
economic intercourse causes international friction, It is ruth. 
less competition in economic intercourse which causes it. The 
question we have Lo answer, therefore, is this: will the change 
from free private economy to planned state-controlled economy, 
without interstate codrdination, make that competition more 
or less harsh? The movement toward uncoérdinated national 
planning may turn out to be a progress like that made in fight. 
ing a long while ago, when private war among barons was 
replaced by public war among kings, That was merely a 
change lo a more orderly, more systematic type of mutual 
destruction on a larger scale and for larger ends, 

Ye is clear that the major Western countrics are more and 
more committing themselves, in some degrce if not wholly, 
to the idea of national planning, This is not an argument for 
or against the idea. I wish merely to point out the dangers 
that lurk in it, What I would urge, at this moment of vital 
change, is the consideration that the peaceful and rational 
progress of communal life will always depend on one essential 
principle: en our adapting for each period that form of 
organization, political and economic, which in the existing 
conditions can produce the richest results with the smallest 
friction, At present, attempts to carry out isolated national 
economic plans would clearly do violence to a system which is 
active, highly developed, and still patently indispensable, 

As a consequence of such aticmpis we may Jose much of 
our liberty without gaining lasting prosperity. Under them 
in the field of national politics, we must resign ourselves to 
the surrender of many of our individualistic habits and ways, 
The virtual prohibition to Germans of holidays in Austria 
decreed by the Nazi government in 1933 is an uncomfortable 
example of what might be deemed within the rights of any 
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state in the new dispensation. But here again, the coming 
change should be specded by an intelligent distinction between 
what is needful and what would be merely arbitrary and 
wasteful. It is questionable whether the ullimate end of 
government—the development of human personality—could 
be safeguarded by grudging power to the new funetional 
bodies of experts already mentioned. Rather, if planning is 
to succeed, they will probably have to be vested with the Lullest 
technical autonomy and authority. 

At the same time, certain sides of communal life—cultural 
and spiritual—should be reserved as not proper to be uni« 
formly “planned” under a central control. In advanced coun- 
tries we have already secn religion separated from politics, 
and with advantage to both. In the same way, education and 
the arts and all such uses of the leisure afforded by technical 
invention should be made immune in the new order, If it is 
to be a beneficent movement, planning should rest not upon 
the division of powers customary hitherto but rather upan an 
intelligent division of functions—claiming the greatest, and 
the necessary, public control in the organization of the nation's 
material life, and allowing the greatest possible private free» 
dom in the diverse cultural activities of individuals and groups 
in the community, 

Tt would be a tragic waste of all the gains of modern 
humanism, if in embarking upon a rational and generous 
economic experiment, we were in politics to drift blindly and 
helplessly upon it back to the inglorious condition where the 
state wielded despotic authority at home and unbridled au. 
thority abroad. And the lessons of history are there to warn 
us that, within a generation, the “planners” and all their works 
will be swept away by a violent revulsion of feeling if the 
material stability they promise has to be bought at the price 
of intellectual and spiritual oppression. 
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THE PHILOSOPHICAL IMPLICATIONS 
OF ECONOMIC PLANNING' 


Sidney Hook 
. 

Since no complete and final plan for a unified and 
ordered world of fieedom is as yet possible, the Jeast that 
can be done is to consider principles and directions of 
socio-economic planning in 1elation to their more conercte 
application, It is perhaps insufficiently realized that the 
solutions to such problems are found in intellectual terms 
alone, “There seems to be a general principle of indirec- 
tion permeating human conduct; we do otherwise than we 
intend, and by aiming at one goal reach another, which 
may be better or worse, But while in dealing with social 
problems, we require objectivity just as much [as] in the 
thinking by which we undeistand and use the natural 
environment, the prablem of objectivity is almost infinitely 
more subtle and difficult in the field of norms and values 
than in the instrumental realm of physical invariance, The 
fact that we feel so vague and uimorous about it is sufficient 
evidence of the difficulties." *~F. M, 


xount discussions of a planned society have been conducted 
Ris if the problems involved in the question of planning 
were exclusively, or predominantly, of economic nature, This 
has given rise to two impressions which have obscured the 
larger issues which the question of a planned society poses, 





2 An address delivered at Avery Tall, Vassar College, February 11, 1936, in the 
series "Soclal Planning for America,” 
#Fnink FH. Kight, The Behics of Competition, p. 353. Waper and Drothers, 
New York, 1948) 
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The firstly that the whole subject is one concerning which 
only the specialist in economic affairs has the quthority and 
competence to speak, The second is the fecling, a natural 
result of the depression atmosphere in which the various plans 
were projected, that planning is an emergency measure de« 
signed to restore a state of economic cquilibrium in which the 
necessity for planning with its claborate system of controls 
would disappear, These two illusions must be dispelled before 
the basic issues can be sharpened, 

It isa commonplace that since economic forces mold the 
form and expression of so much of contemporary cultural life, 
no scheme of a planned society can even begin to be acceptable 
which docs not take note of the sum total of economic powers 
and potentialities available, But this only enforces a limiting 
condition upon us, Without the necéssary economic condi- 
tions, planning is impossible, But not everything which eco- 
nomic conditions make possible is desirable And the reason 
is simple, There are always alternatives of action, and the 
nature of an alternative is that it is one of at least two 
possible modes of conduct which are mutually incompatible, 
‘Economic considerations alonc, therefore, no more than any 

, other set of facts can determine policy—i.c,, what ought to be, 
Always relevant, by themselves they are never decisive, This 
conclusion has important bearings upon the theme of discus: 
sion, for, as I shall argue later, the question of planning 
involves much more than perfecting a scheme by’ which pro- 
duction, distribution, and consumption can ultimately balance; 
it involves profound issues of social philosophy—ol a way of 
social life with consequences for education, politics, and all 
major social institutions, In short, the acceptance or rejection 
of a planned society involves a theory and practice affecting 
not, as the New Dealers think, a patch here or a patch there, 
but society as a whole. This must be borne in mind particu 
larly with reference to programs of planning under capitalism, 

The larger implications of planning are already obvious in 
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the reasons for rejecting the second confusing notion which 
attends discussion of the subject, vz. the notion that whatever 
its ultimate’desirability, planning may be regarded 4as a valid 
measure for meeting temporary economic distress, This 
“assumption is behind the legislative fits and starts of the 
national administration, It is clear however that if planning 
is an emergency measure, its primary purpose is to prevent 
further emergencies from arising. But the time to plan against 
emergenciés is not in the thick of them, but in the period 
which precedes them, not in the convulsions and Lury of storm 
and panic but in the relative calm before they occur. ‘This 
demands a permanent set of controls with powers of effective 
enforcement obviously incompatible with traditional capital- 
istic laissez-faire ddctrync. Where the basic capitalistic relations 
of production are preserved and a system of governmental 
economic controls is grafted upon it, the resultant consequences 
—no matter under what ideology—logically leagl to that modi. 
fication of capitalism known as fascisni. Where the capital- 
istic relations of production are abolished and the governfaental 
controls are democratically adopted and administered in behalf 
of the producers, we have socialism, And despite the fact that 
fascism and socialism are both different from traditional capi- 
talism and that in practice the techniques of repression in Italy, 
Russia, and Germany are suspiciously similar, fascism and 
socialism are by no means the same. I return now to the argu. 
ment for a planned and planning society, 

Historically, the first great proponent of a planned society 
was that prince of metaphysicians and amatcur statesman— 
Plato, (‘There is, as you see, ample justification for a philoso- 
pher to concern himself with this problem.) “Plato's ideal 
Republic can be understood most adequately when it is 
approached in the light of the provincial waditions and local 
problems of the Greek city states in the early period of their 
decline, But there are certain permanent insights which, for 
all his historical limitations and aristocratic sympathies, are, 
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still to be found in Plato's writings. The first is that every 
conception of the good life presupposes a theory of the good 
socicty. The second is that the concrete possibilities of the 
good life, defined as the harmonious organization of natural 
impulses under the control of reason, is conditioned by the 
harmonious organization of all social forces under the rule of 
intelligence. To the extent that principles of intelligence are 
effectively employed in government, to that extent will man- 
kind have rest from its remediable evils, Further, Plato 
hazarded the guess, for which a great deal of psychological 
evidence now exists, that whatever happiness may be, it can 
more readily be achieved by the performance of work for 
which we are fitted by temperament and training, than in 
any other way. Finally, the function of education is to dis- 
cover the natural aptitudes of the citizens of the communily 
and under controlled conditions to transmit to the culture 
complex the habits of appropriate initiative necessary for a 
diversified, yet codperative society. 

The primitive character of the productive forces in Plato's 
own day made his grandiose scheme a philosopher's dream— 
a Utopia which Plato himself abandoned before he died. His 
assumptions that only philosophers knew the nature of the 
good, his belief that a people, presumably incapable of know- 
ing their own good, would give power to philosophers, his 
perpetuation of fixed classes in the ideal community, his failure 
to relate ideas to social interests, his stress upon the ordered 
routines of habit rather than upon the creative impulses neces- 
sary for continuous growth—reveal both the naiveté of the 
unhistorical star-gazer as well as the anti-democratic malevo- 
lence of the defeated aristocrat, No answering echo to these 
seminal ideas of Plato was found among the masses of Western. 
Europe until objective conditions generated both the material 
possibilities and the mass necd and interest, which gave the 
ideals of a planned codperative society practical and political 
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force. What was a prophetic intimation in Plato, 2,300 years 
later became’the expression of an historical need in Karl Marx, 

That planning is not, technically conceived, a revoluuonary 
departure in human life follows almost from the very defini- 
lion of man as a thinking animal, or rather of an animal 
capable of thinking and conserving the products of thought. 
And whatever be our doubts of the relative importance of 
planning in individual life, it is indisputable that every large 
scale public work from the pyramids to the TVA, every flect 
built and outfitted, every successful military campaign and 
educational venture, represent conspicuous illustrations of com- 
munally supported planning. All of these projects exhibit the 
five basic components which, in magnified form, are involved 
in every scheme of economic planning, These are (1) the 
formulation and acceptance of a clear objective (2) an accu. 
rate survey of the terrain and resources on and with which 
the work must be accomplished (3) the accumulation in 
strategic centers of the appropriate powers, materials, and 
auxiliary supplics (4) the codrdination in space and time of 
human effort and labor power, and (5) the supervised execu- 
tion of the rate, tempo and results of activity. Wherever these 
factors are present, the ‘echnical conditions of planning are 
fulfilled, 

Indeed, a good deal of private economy accepts, and must 
accept, planning in this sense, Even those who, in behalf of 
a relatively ree system of enterprise, are opposed to planning 
must admit that no economic enterprise worthy of the name 
is possible without technological planning within the work- 
shop or industrial plant. ‘The history of industry is a history 
of progressive division of labor and managerial functions, It 
is an historical commonplace, discovered by Marx and popu. 
larized by Max Weber, that the very growth of capitalism 
depended upon the rational or scientific organization of plant, 
lahoy, and bookkeeping, In the twentieth century, factory 
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planning became transformed into corpérrave and intra-corpo- 
rate planning, with production units sometimes” scattered in 
all corners of the world, initiated and controlled through the 
flexible financial pressure exercised by the interlocking directo- 
rate, We are also aware thal in certain national emergencies, 
evidenced in this country by the organization of the War 
Industries Board, a whole sector of industry temporarily falls 
within the zone of planned activity. 

Planning, then, is not a novel or forcign clement in our 
existing economy. But it is limited by the very nature of the 
capitalistic relations of production which constitute its basic 
framework. These relations are of such a kind that it makes 
it impossible for planning to be social planning, organized 
for the social welfare of the great masses of producers. “I'he 
undeniable fact is that planning, under capitalism, like all 
other forms of technical rationalization, aims primarily at the 
cication of profit or the retention of the rate of profit, Human 
values are subordinate, Not even the production of goods or 
commodities is its primary concern, for whenever that mar- 
ginal limit is reached where the further production of com- 
modities does not justify itself in terms of financial return, 
there is a tendency to freeze prices at the point of maximum 
differential profit. There takes place what Veblen called an 
“incapacity by advisement”—a planning, to be sure, but in an 
inverted form, a planning for underproduction and ultimately 
for underconsumption, Secondly, under capitalism the plan- 
ning of one industry or set of industries conflicts with the 
planning of other industries. Ong enterprise competes with 
another enterprise, and when both become subordinate units 
in a merger, the concerns manufacturing one product com- 
pete with the concerns manufacturing another, “This type of 
planning eliminates waste within the factory only to multiply 
it within the industry. The struggle between private entre 
prencurs is replaced by the struggle between giant trusts: and 
cartels, Finally, there can be no planning of the national econ- 
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omy insits, totality jhtder capitalism, because of the absence of 
homogengaue*socidl Sptcrests graphically expressed in the con- 
flicts over the distribution of, the values produced. “Ihe pursuit 
of profit necesshrily results in suugyles between classes and 
antagonisms within classes.) So long as these struggles exist, 
a common social objective is practically impossible, no matter 
what verbal fctishisms we invoke to bring it about. The, history 
of the NRA may very well serve as a partial illustration of this 
important truth. 

It is now possible to appreciate the major arguments in 
behalf not merely of national economic planning but of 
national socal planning, According to this presentation, a 
socially planned society is one in which all the major produc. 
tive instruments and resources of the country are regarded as 
constituting one vast plant, administered, under democratic 
control, by a trained managerial personnel, and in which the, 
basie questions of objectives and direction of social develop. 
ment are decided by a democratic consensus of rank and file 
citizens in ther twofold rdle as producers and consumers. 
Such a planned society would naturally be more efficient from 
the point of view of scientific industrial engineering than our 
existing economic order. It would attempt to avoid the waste 
of material and human resources inherent in anarchically 
planned society, pool the forces of intelligence for collective 
purposes, and open up thousands of new channels for experi- 
mental inquiry. The place of science, on whose products today 
there is a cry for a moratorium in many quatters, would be 
central, Science itself would be infused with a new social aim. 

The second argument for economic planning might be made 
in the interests of social welfare. “Freed from the incubus of 
the profit motive, the chief source of internal social strife 
would be eliminated. Extensive programs would be under. 
taken to provide new employment, new homes, new industries 
—tew cities, Once the masses of the people felt that the’poli- 
cies guiding planning are directed to producing the thaterial 

3 


640 PIILLOSOPITICAL IMPLTC@ TIONS 


possibilities which condition alfomudant fe and creative leisure, 
reservoirs of enthusiasm and cnergy Wpuld be tapped that 
today are not available. Each individual would be imbued 
with a sense of the significance of his work ipxthe collective 
whole. The war against want, ignoiance aNé bureaucratic 
abuses would satisfy all the conditions which William James 
sct up,for a moral equivalent of war. In a socially planned 
society not the market, but human needs, rule, And since 
human. needs are indefinitely extensible, there will be a con- 
tinual stimulus to man’s inventive facultics in reconstructing 
his social world, From being a creature of economic forces he 
does not understand, man becomes, within the limits of natural 
necessity, master of his own sacial fate. 

The third argument for social planning is based upon a 
variety of cthical considerations. It holds that the great heritage 
of knowledge, skills, and accumulated wealth, all ultimately 

Nvetived from a common cconomic history and cultural tradi- 
tion, should be socially administered and not converted into 
instrumentalitics for private gain. It recognizes that human 
differences are not only irrcsolvable but even desirable; it 
maintains, however, that these differences should not be 
exploited for private and antisocial interests by those who 
accidentally are endowed with special gifts end i 
Instead of the irresponsibility which hides behind the 
nymity of the social process in the existing economy, a planned’ 
society secks to work out the preciseelations and mechanisms 
by which individual reaponaletities ay be, established in the 
collective activity, It holds up as its ideal of work, not labor | 
unwillingly performed as a necessary evil of keeping body 
and soul together, but labor as a shared creative fulfillment of 
natural interests, The logic of a socially planned economy 
necessitates the development of a functional set of educational 
prgcesses, of such a kind as to accomplish more eff@@tively than 
hid g, threefold aim of every enlightened philosdihy 
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of education, viz. (1) continugysly to widen the opportunities 
for specially endowed fadivides both for their own sake and 
for society which ben€fits from their creative discoveries (2) to 
produce a community of codperative and yet critically minded 
personalities, dhe (3) to break down for every individual in 
society the dichotomy, in John Dewey's felicitous phrase, 
between “carning one’s living” and “living onc’s life.” 

The fourth argument is the most obvious and also the most * 
effective. It may be called the argument from necessity, and 
it concerns, more or less directly, every member of society, Its 

sforce appears when we ask what is the alternative to a socially 
planned society. The status quo with its threat of permanent 
unemployment, its poverty, its destruction of the basic 
necessities of life to keep prices at the level of vendability—and 
finally, the last resort of every cconomy in distress, war between 
nations? Or is the alternative to be a series of halfway meas- 
ures which combine the disadvantages of laissez faire andg 
socialism without the advantages of cither? ~Our existing 
cconomy—it must not be forgotten—is responsible for the 
widest destitution in American history, the regimentation of 
millions on relief, the paralysis of many cultural activitics, 
particularly retrenchment in education, and that acute hunger 
for foreign markets whieh cannot be sated without a large 
aroty, ey and air-foree. Pragmatically, an unplanned econ- 
omy stands condemned by its own works.) Many of the objec. , 
tions which have been leveled against the ideal of a socially 
planned economy apply with reinforced emphasis to unplanned 
capitalist societies ‘today. 

Nonetheless, there are some important objections to the idea 
of a planned society which must be considered before any con- 
clusions can be intelligently affirmed. These objections fall into 
three generic groups. 

THE firstygeneral objection is really in the nature of a tech- 
ni¢gh dificiflty. What is the specific mechanism, it lied, 
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by which production and distribution will be regulated#? Will 
prices be fixed by an administrative agency, and if so, on the 
basis of what scheme of production costs? Or will the market 
still be permitted to function as a1egulator of prices as well as 
an indicator of social needs? Will moncy be used as a medium 
of exchange o1 will a fixed amount of commodities and services 
be rationed out to the people? Will wages or commodities 
received be in ditect proportion to productivity or to need? 
‘And is it likely that a complex economy with the problem of 

nticipating collective demands, allowing for technical obso- 
| aes accumulating capital for experiment—will ever be: 
amenable to rational control? Now all of these questions raise 
problems, the final answeis to which no one as yet knows. 
Whether the administrative type of planning, the market type 
of planning or some mixed form will prevail is largely a 
smatter of the concrete historical situation at the moment when 
gplanning becomes politically feasible. There is no reason, to 
believe that the problems,of planning accountancy and of the 
tecliniqyes of regulation are too complex to be solved by the 
human mind, More than one problem declared to be practi- 
cally, insoluble, has been solved. Especially so in a socially 
planned economy’ which for the first time in human history 
makes possible the application of the experimental method to 
a social system. Mistakes there will be, but the self-correcting 
procedures of science, harnessed to broad unifying social ideals, 
can be relied upon in this field to produce conclusions and 
results which are sufficiently reliable for praetice even if 
theoretically not completely predictable. 

Asa matter of fact, once admit that some solution can be 
worked out—and on paper a great many have—it becomes 
clear that the seally fundamental question is what set of social 
relatiéns is to be taken as the framework within which to 
project attempts at planning. This may,be illustrated, by the 
problem of what rule should giflde distubitioh—the needs of 
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the individual citizen as a consumer or his deserts as a pro- 
ducer, Under our existing economic and social relations, cach 
one is entitled only to what he can buy, but the effects of 
‘production are such that the great masses of people have not 
the wherewithal to gratify those needs which are the funda- 
mental, prerequisites of the good life, This is not the fault of 
any particular individual or group of individuals but a result 
of the law of accumulation of capital and the tendency of the 
rate of profit to fall, Once the principle of welfare is substi- 
ited for the principle of profit, some combination of the rule 
Hvar according to need” and the rule “reward according to” 
merit or productivity” can be formulated, In respect to those 
goods and services which the productive potenualitics of our 
country make possible in abundance, everyonc’s minimum 
needs,can be guarantecd, In respect to those goods and services 
of which there may be a dearth, the principle of meri, Will 
apply. As the productivity of the economic plant increases—a 
legitimate expectation in view of the yéle which an unfettered 
science will play in a planned societyxthe level of mipimum 
needs, measured, if you prefer to use the term, wih basic 
minimum wage, will continuously rise. ‘ 
_ The sccond general objection to a plartned- econartyith 
familiar one, is the argument that a plannececconomy i is bes 
to freedoth and individuality, [ts most t hontifical spoked 
are the members of the so-called Liberty League. The ae 
ment runs that where men are not free to acquire and invest 
* capital, they canpot develop the individuality, initiative and 
resourcefulness nécessary for “social progress.” * ‘The “sogial 
progress” which has resulted from, this kind of liberty will,not 
bear close examination. But tte fundamental invalidity of 
the view that private properly rights—especially of capital— 
are essential to the exercise of individual freedom may be shade 
clear by an analysis of the concept of property, +, {+ 
Property nat # thing bik tight. A tight is any claim 
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made by an individual which society stands ready to enforce, 
What is the nature of the specific right to property? To have 
and to use? No, Society dacs not enforce this pogitive claim. 
The right to property means a right Zo exclude, Ownership of 
land means a right, not to ull, but to preverlt others from till. 


ing; ownership of factory means, not the unabgdged right * 


to operate, but the right to exclude others from operating, 
Hence, in so far as private ownership of the-means of social 
life is recognized by law, it involves a very real power over 
those who must live by the use of these means. Captral oyge 
the instruments of production carries with it control over thé 
very lives of those who must use them, What is the meaning 
of freedom and individuality for those who are dependent 
| upon access to instruments of production which may at any 
moment be denied to them? Ina thousand and one different 
ways, the frecdom to invest or not to invest, to produce, this 
or that, or nothing’ gt’ all, affects the lives of the working 
magsqs, Power overt hings means power over human beings. 
Ie is ilosophical commonplace that freedom is not the 
 abandditient of restraint but the power to do determinate 
thing in deyerminate circumstances, Where the fundamental 
hls qwhich* control the social conditions of life are not 
wymade by the producers in the gommunity, there can be no 
; talk*about liberty for the workers of hand and brain who con- 

stitute the overwhelming majgrity of the population. 
"The thigd and most important objection to the proposal of : 
planned economy is that it concentrates too much power it 
the hands of a [ew people, produces the objective condition: 
for the growth of aptyrannical bureaye racy, and is therefor: 
incompatible, with genuine political and social democracy 
s"Here a really serious problem is engountered for which nc 
supegfieial or simple solutions may be-offered.* I ia clear tha 
wit allethe di anise of- a” capitalis gootlomy, except ir 
ly fascist céfingzie’, it is tlfeoretically: and’ often practically 
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possible for those who dissent from accepted views to make 
their positions known to the public at large. ‘They can combat 
abuses and oppression and to some extent escape social and 
economic extermination precisely because the economy is not 
integrated. In a planned economy however there is always 
the danger that the powerful social and economic instruments 
of codrdination may be used forcibly to suppress every minority 
group—no*matler how law-abiding or loyal to the principles 
of a,planned cconomy it may be—which opposes the views of 
those who have power. In this respect Russia, which is a good 
model of some technical phases of planning, is an even better 
illustration. of what to avoid. No one who criticizes the funda-” 
mental line of Stalin’s Communist Party, even from the point 
of view of socialism as understood by Marx or Lenin, can avoid 
the most ruthless persecution. How can the planned economy 
be organized to function in such a way that freedom of thought 
and enquiry, and the right to intellectual dissent—without 
which, for all persons of integrity, the bread of life loses its 
salt—will not perish from human culture? This, it is obvious, 
is equivalent to asking whether guarantees can be devised to 
preserve democracy and intellectual freedom in a planned 
economy. For purposes of the present discussion I am assuming 
the desifability of the demoeratic way of life—the essence of’ 
which is the proposition that the general governing direction 
of social control must rest up$h the consent of those who arox 
governed, % 

Now it is clear that if history establishes anything, it estab. 
lishes the fact that thege can be no guarantecs against the usur- 
pation of rights by those at the helm of government, No 
matter how disinterested dictators dre (and by a dictator here 
is meant any ruling machine or minority party which does not 
procure its mandate to leadership from the producers at large) 
they have a tendency to mistake their own interests for those 
of the community as a whole, And even where dictators are 
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saints and have neither special interests nor any love of pawer, 
it is unlikely that the second generation of dictators will have 
the same character. 

Here again we are not dealing with a technical problem but 
with a fundamental social and philosophical problem. ‘There 
is no insuperable difficulty in making technical provisions for 
‘a Eree press, a free school, and a free forum in every com- 
munity, provided they are regarded as desirable and the com- 
munity is prepared to risk something in action for them. These 
can be planned for, but only if we believe that they are worth 
fighting for. Although this is not the place to develop the 
theme, brief reference might be made to the more important 
institutional safeguards against burcaucratic usurpation of 
power in a democratically functioning planned society, The 
first is to keep the trade unions of the producers and the 
organization of consumers ‘ndependent of the governmental 
apparatus, The sccond is to reconstruct the whole educational 
system so as to make the theory and exercise of critical method 
one of the primary objectives of the educational process and 
to leave curriculum-making and administrative policy to the 
teaching staff working in codperation with other agencies. 
And, thirdly, gn certain basic questions which affect the dirce- 
tion of social development the alternative modes of dealing 
with the issues can be submitted to a plebiscite, There is no 

ustification for assuming that the delegation of technical func. 
tion and concentration of executive authority for specific tasks 
is incompatible with democratic control. 

As far asa cultural philosophy is concerned, it must be borne 
‘dn mind that one of the most powerful arguments for regu- 
lating what concerns us all is that it enlarges the opportunity 
to do what concerns no one but the individual, In the’field of 
culture whatever planning takes place must be a planning for 
diversity, creative individuality, and catholicity of taste. ‘The 
totalitarian formulas ie National Socialism with its vicious racial 
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interpretations or of orthodox dialectic materialism with its 
nonsense about class science and mathematics, have no place 
in an enlightened society. The “Aryanization” of science and 
art and the “Bolshevization” of science and art are both trap- 
doors to cultural barbarism. 

The democratic conception of a socially planned order can- 
not be too strongly stressed if one hopes to win over any 
substantial part of the American people to its ideals, Its 
realization depends upon two preconditions—one psychologi- 
cal and the other political. The psychological precondition can 
be met only by showing that a planned society is the natural 
fulfillment of the great American dream whose ideals are still 
formally valid but incapable of realization in capitalist socicty. 
The political precondition requires the support by thinking 
indivicluals of a militant socialist party which will try to rally 
the working class and its allies to the philosophy of a socially 
planned society and win political power. ForGwithout political 
power, all schemes to improve sociely are, at best, beautifully 
colored dreams.p 

Once the necessary political measures can be taken to imple- 
ment this social philosophy, the way is open to project plan- 
ning on a world scale for a federation of demgeratic socialist 
republics, ‘This is a suggestively realistic alternative to the 
chaos of the business cycle and the threat of a new serics of 
world wars. The basic assumptions of a denggeratic planned 
society already enjoy the threefold sanctions of the wisdom 
of philosophy, the logic of science and the hope of all who do 
useful Jabor. What can be a more appropriate allegiance for 
the idealism of youth? 
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FREEDOM AND PLANNING IN 
INTERNATIONAL ECONOMIC 
RELATIONS : 


Harry D, Gideonse 


The sphere of international economic relations is of 
paramount importance in a world economy dependent 
upon codperation. Unfortunately, the revival of economic 
nationalism since the World War has interfered seriously 
with the introduction of any program designed to demon- 
strate objectively the mutual benefits available from an 
intelligent application of the economic principles which 
underlie international economic relations. It is not for- 
tuitous that there should be “a striking parallelism of 
peace and free trade, on the one hand, and war and 
economic nationalism on the other, which past centuries 
reveal.”* Unfortunately, national aspirations, fanned by 
a misguided sense of patriotism, have brought about a new 
set of frontiers as obstacles to trade. A struggle for national 
freedom has become a fetish, secking actually the realiza- 
tion of an impossible world of material self-sufficiency and 
political independence, It is not without alarm that ine 
telligent people in many countries view this rising tide 
of nationalism, Should it win the day, litle will result 
from discussions of the types of control necessary for 
planning in the field of international economic relations, 
Meanwhile, in the hope that such an impending disaster 
might be avoided, the following essay analyzes the 
international problems which are involved in economic 
planning. —F, M. 





1 Professor W. I, Rappard, in The New York Times, September 9, 1936. 
Erk 
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(o-sREEpOM” and “Planning” are words which excite 

Fite emotions rather than stimulate thought. Both, of 
course, are terms that are never used in an absolute sense. 
Historically “freedom” or “Jaisse faire” never was a mere 
do-nothing policy. It was certainly not a philosophy of com- 
placent acceptance of the status quo, but on the contrary a 
vigorous attack upon entrenched social, commercial, and in- 
dustrial privilege, It always meant “freedom” within a given 
framework of social institutions, legal standards and regulatory 
practices, and even in the classical version of Adam Smith the 
conception of national interest as an aggregation of individual 
interests guided by “an invisible hand” was modified, if not 
vitiated, by reservations about measures regarding military 
preparedness. 

“As defence is more important than opulence,” Adam Smith 
said, “the Act of Navigation is, perhaps, the wisest of all com- 
mercial regulations of England.” Thus, as Charles A. Beard 
has recently observed in his The Open Door at Home, nations 
are, after all, even in classical theory 


hot mere aggregations of individuals trading freely with 
one another, regardless of national boundaries. Nations 
as such exist and they seek to preserve their nationality, 
to defend it against aggression, and “wisely” make such 
exceptions to the law of freedom for individual interests 
as may be necessary to a supreme national interest—security 
and defense, . . . . When national “security” or 
“defense” is introduced as a value or reality superior to and 
supreme over private interests and the opulence which those 
interests create and accumulate, it is made a primordial 
consideration in policy. The maxim of freedom for the 
international circulation of commodities under the impetus 
of individual interests is abrogated, or at least subordinated, 
to the exigencies of security and defense. Mull reliance 
upon the primum mobile of individual interest which, 
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under the “invisible hand,” brings about the general 
interest is thus repudiated," 


Thus economic productivity—Adam Smith’s “opulence”—is 
subordinated to another value, security, which is not measured 
in the pecuniary terms of private interest, and as Beard points 
oul, the unity or integrity of the nation is thus posited as a 
datum, and a national interest superior wo the pursuil of indi- 
vidual interests is made the supreme concern of domestic and 
foreign policy. 

If we turn from the classics to more modern work, it be- 
comes even more apparent that freedom is a relative term. 
Some forms of economic {reedom—in the sense of guidance 
of production through the open market—are for their full 
productive significance actually dependent upon monopoly. 
Thus the monopoly concerning moncy granted to the Federal 
government by the founding fathers in our Constitution was 
certainly a factor that liberated pracuctive forces, although it 
was definitely a form of control. In a general sense, the 
Federal Constitution was the first American “plan.” Tt created 
free trade on a national scale by destroying the power of the 
individual states to erect trade barriers, In the same way, in 
our own day any set of laws or regulatory practices that would 
establish effective control over the issue of bank credit and 
thereby prevent this new money from completely distorting 
the normal market forces in production and distribution, both 
negatively and positively, might on the whole be a force 
toward the liberation of productive capacities that are now in 
one way or another deflected or repressed by the impact of 
bank credit inflation or deflation. 

It is characteristic of most contemporary discussion of 
“planning” and “freedom” that the control devices of the 





2 Charles A, Beard, The Open Door at Home (pp, 163-164). ‘The Macmillan 
Company, New York, 1935, 
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past are taken for granted, Thus the monetary alternatives 
are presented as if they offered a choice between an automatic 
(ié., free) gold standard and a managed currency. Of course, 
the greatest defect in the case for a managed currency lies 
precisely in the fact that the weaknesses of the latter-day gold 
standard were due to its management. A gold currency that 
is instituted by governments and regulated by national and 
banking policies is, in fact, a managed currency, and it should 
be distinguished from the various proposals for “managed 
currency” only as a matter of degree and not of principle. To 
cap the climax in the confusion of modern discussion in these 
matters, it is even possible for some managed currency pro- 
posals to offer more leeway for free market forces as the 
ultimate control devices than was—or is—allowed by many of 
the contemporary versions of the gold standard. Another ex- 
ample of the manner in which customary control devices are 
taken for granted can be found in trade association activities 
or in the tariff. It is a classic illustration in clementary in- 
struction in economics that those who are loudest in their 
denunciation of “planning,” in the abstract, accept monopolistic 
practices of this sort without apparently realizing that they 
constitute the very essence of “planning,” that is, they deflect 
productive forces by control from the paths which they would 
have followed if free market forces had directed their 
development, 

These brief introductory remarks about our terminology 
have perhaps made it clear that the issue is not between plan- 
ning, as such, and freedom as such, but rather a matter of the 
wisdom, in a given case, of reliance upon specified degrees of 
control and of freedom for the achievement of more or less 
well-defined objectives, With regard to these matters our 
thinking has not advanced much beyond the position reached 
by J. S. Mill in his On Liderty: 


‘ 
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There is, in fact, no recognized principle by which the 
propriety or impropucty of government interference is 
customarily tested, Peaple decide according to their per- 
sonal preferences. Some, whenever they sce any good to 
be done, ot evil to be remedied, would willingly instigate 
the government to undeitake the business; while others 
prefer to beat almost any amount of social evil, rather 
than add one to the departments olf human interests 
amenable to the governmental control, And men range 
themselves on one or the other side in any particular case, 
according to the belief they entertain that the govern- 
ment would, or would not, do it in the manner they 
prefer; but very saiely on account of any opinion to which 
they consistently adhere, as to what things are fit to be 
done by a government, And it seems to me that in con- 
sequence of this absence of rule or principle, one side is 
at present as often wrong as the ather; the interference 
of goveinment is, with about cqual frequency, improperly 
invoked and improperly condemned,* 


International economic relations are usually approached 
from the standpoint of two general objectives: (x) maximizing 
productivity and (2) minimizing the possibility of war. As 
we shall see in the sequel these are not really separate objec- 
tives, In the long run, there is no more serious obstacle to 
maximizing our returns from our economic effort than war, 
or its threat; and on the other hand, policies that reduce the 
productivity of economic cffort and narrow the economic 
base of international society are among the most significant 
factors contributing Lo an atmosphere in which war becomes 
possible. In other words, the usual academic distinctions of 
the “economic” and the “political” are meaningless here, We 
Jmust constantly keep in mind what might be called the 
“altogetherness of things” as contrasted with the artificiality 
of the academic division of labor. 





John Stuart Mill, Ow Liberty (p. 14). Oxford University Press, London, 1927, 
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No superstition of the intellectuals of the nineteenth century 
is so widely influential in the field of public policy as the 
illusion that the economical, political, and other aspects of 
social questions can be considered in water-light compartments 
of the same brain, Clearly, the most fundamental economic 
institutions, such as private property, frecdom of enterprise, 
and the monetary system, are political in their nature. The 
political institutions in their turn reflect the ethics of the time, 
which is simply another way of saying that they reflect what- 
ever it is that at a given moment makes for social cohesion in 
a given society. On the other hand—to close the circle—the 
“ways of earning a living” constitute the ultimate limitation 
imposed upon ideal or ethical aspirations. In this sense~the 
sense of a limitation imposed upon ethical factors—economics 
is the determinant force. What takes place within the limita- 
tions imposed by material necessity, however, is largely a 
matter of the interrelations of political, ethical and economic 
forces that have developed in a certain historical and geo- 
graphical setting, In discussions of “planning,” for instance, 
the real problem is not Aow to plan. Our huge modern in- 
dustries are usually efficient illustrations of the technical, cco- 
nomic and administrative merhods of planning, Socially, the 
core of the question is! in whose interest, for what purposes 
shall we plan? That is obviously a «oral problem, a matter 
of group values.’ Changes of that sort are slow at best, and, 
again, limited by economic means and administrative 
experience. 

Discussions concerning contemporary problems frequently 
ignore this inevitable interpenctration of economic, social, and 
political factors, Business men, politicians, and—too f{re- 
quently—academic “specialists” (“who know more and more 
about less and less’”) often take the position that “law,” “busi- 
ness,” and “politics” are discussing entirely separate and clearly 
distinguishable forces. 


se 
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There is perhaps no greater menace to a clear understanding 
of the total situation in social problems than this tendency 
toward isolated theorizing even if it is, perhaps—if wisely 
used with proper allowance for the continuous checking of 
assumptions—the royal road to significant insight. TH. G. 
Wells in The World of William Clissold has written some 
peculiarly trenchant paragraphs on the perils of so-called 
“systematic” thought in the social sciences: 


A student of physics or biology turns his back on the 
world at large and goes towards a more concentrated 
reality—in the chemical balance, the laboratory, the marine 
station, He must travel and explore, He must scive facts 
sublimated and 1eleased, facts that will blow him to pieces 
or corrode him to death at the least levity on his part. 
But a student of history ar economics turns his back on 
his reality when he turns his back on the world at large; 
he goes into a cave of the winds in which documents whirl 
before an imaginative gale, In that cave confident state- 
ments are stronger than facts. Fe may lie, misjudge, and 
blunder; nothing will hoist him sky-high or cat his flesh 
out, or stain him purple forevermore. All the circum. 
stances of a scholar's life conspire to turn the mind in- 
ward away from the dusty bickering of the common life. 
For him history is not, as it should he, an extension of 
reality; it isa refuge + 

Perhaps there is something innate that in the first place 
disposes a man to become a university teacher or a specialist. 
He is, I suspect, more often than not by nature and in- 
stinctively afraid of the insectue uproar of things. Visit 
him in college and you will sce that he does not so much 
live there as lurk, He must find infinite assurance, 
infinite compensation for the threatening indignities of life, 
in the development of the lucid counterworld, so much 
simpler, so much clearer, so entirely logical, Once he has 
secured his call he encounters little opposition; he may bid 
goodbye to his worst timiditics, and set to work secreting 
his soul’s protection. To deny a fact in that withdrawn 
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and protected atmosphere becomes more and mune like 
defeating it, and to impose a system on the confusion 
almost as good as conquering it. In his classrooms, his 
lectures, his written controversics,*the theorizing recluse 
can soon giow fierce and contemptuous cnough; he can 
at last down and out with his facts that are so intractible 
in practice to his own complete satisfaction, 

And to live in agreement with a theory for any length 
of time is what the Americans call a common-law mar- 
riage; you and it are wedded by habit and repute. A man 
wedded to a system is less and less able to apprehend 
contradictory realities. He becomes like the dogs and pigs 
people here in the South of Trance specialise to hunt 
truffles; he can at last discover his system at the merest 
hint of evidence, and all that does not countenance it 
ceases to interest him, ceases to exist for him; he thrusts 
past it heedlessly, scornfully.' 


In the field of international cconomie relations it should be 
perfectly clear by now that the increasing interdependence of 
the economic structure of modern socicty and the growing 
significance to the gencral price system of a delicate and 
infinitely complex credit system has inercased the responsive. 
ness of economic markets to political conditions. 

The revolutionary amplitude of price fluctuations during the 
past twenty years is directly related to the political factor of 
war finance and its repercussions on the credit structure. The 
redirection of productive forces in agriculture and industry 
which was stimulated by war is in part responsible for the 
disastrous conditions of the present time. War itself has be- 
come so mechanized that government demand for arms and 
munitions disturbs almost every type of market whenever war 
exists or is threatened. Certain industrics thrive on war and 
war scares. Others, however, decline in such conditions, and 


4Tiom The World of Willam Chssold, by 1. G. Wells (pp. 1277-178). Ernest 
Benn, Ltd, London, 1926, Reprinted with the kind permission of the author. 
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the result is a misdirection of production that destroys con- 
fidence in the stability of markets and produces a setting in 
which falling prices and “excess capacity” eventually lead to 
periods of readjustment and depression. Political stability 
1s more closely linked with economic stability in the modern 
world than in previous historic periods. 

In the past, conquest may frequently have made it possible 
for a state to increase the markets and the economic oppor- 
tunities of its people, thus quickly augmenting their wealth 
beyond the losses of the war. Under modern political and 
technical conditions it is difficult to prevent a war from spread- 
ing and costing a great deal direcély, and under modern eco- 
nomic conditions it is difficult to prevent the disruption of the 
delicate, world-wide equilibrium of productive forces, with 
the ensuing ‘ndzrece losses due to inertia in readjustment and 
to social instability. 

Among modern nations the United Statcs is in the first 
rank with respect to the extent to which it has taken advan- 
tage of the productive opportunitics of credit, specialization, 
and mass production, Conversely, American economic life 
is increasingly vulnerable to any sudden disturbance of the 
balance of its economic relations, The stability of American 
economic progress is therefore peculiarly dependent upon the 
reduction of the prospects of war. This would be even more 
strikingly true if a program of national “planning” should be 
adopted, since such a venture would eventually widen the 
range of activities directly dependent upon government 
initiative, 

Political stability, however, is also dependent upon economic 
factors. Prosperity and political stability react upon each other, 
steadily broadening the area of political organization and of 
economic exchange. Depression and political instability react 
upon each other in a vicious circle, progressively narrowing 
the area of political and of economic codperation. Negotiations 
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of purely economic programs of international codperation arc 
likely to fail under conditions of political tension. Public 
opinion since the War has too frequently been eager to cn- 
dorse the participation by Americans in private economic 
internationalism without expressing a willingness to participate 
in the political organization that woukl be required as a 
framework for the economic activity, 

We are presumably interested in the formulation of a na- 
tional policy in international economic relations. What has 
hitherto passed under the name “national policy” is neither 
national nor policy. Discussions of tariffs, for instance, have 
usually been conducted as if there were a conflict between 
“nationalists” on the one hand and “internationalists” on the 
other, Protectionists defend a duty on, say, scientific instru- 
ments with a realistic appeal to the employees in a factory in 
Chicago, Illinois, The argument stresses the cheapness of 
the foreign instrument imports, the inability to make Ameri 
can instruments in open competition with foreign competitors, 
and it concludes with proper political intonations that the 
tariff on scientific instruments (or any one of hundreds of 
commodities) is a wational interest. The so-called “inter- 
nationalists,” however, ask questions about the exports that 
had formerly gone out of the country to pay for the imports, 
including the scientific instruments. If we gain some extra 
jobs in instrument factories, don’t we lose out on automobile 
or lard exports? If we take a really national view, instead of 
a Chicago instrument makers’ view, can we maintain that 
such a tariff is really in the national interest? Closer analysis, 
then, makes it apparent that the usual distinction between 
national and international ways of looking at the problem is 
spurious and designed to mislead the public by an appeal to 
deep-seated emotional loyalties, In fact, the real distinction 

“Ys between those who hold local district views of national 
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policy and those who succecd in taking a broader, a more 
genuinely vational view. In a world that is capitalized for 
world trade it is not surprising that a genuinely national view 
of economic interest should coincide with a broad view of 
international interest." 

Have we a policy with segard to international economic 
relations? Is it not perfectly obvious that during the post-War 
decade almost every one of the elements of what might have 
been our “national policy” was in more or Jess direct conflict 
with some of the other measures that governed the same wide 
field of relationships? We strove to maintain domestic prices 
at a fairly fixed level while we adhered to the gold standard, 
which assumes casy price adjustments folléwing gold move- 
ments. We aimcd to achieve a favorable balance of trade and 
tried at the same time to collect money from foreign debtors, 
both public and private. We protected inefficient, low-wage 
industries at home, while some of our most efficient high- 
wage industries moved out to foreign branches under tariff 
pressure that was related to our own protectionist efforts, We 
subsidized a merchant marine, when shipping was one of the 
services which foreigners could efficiently perform in payment 
of our excess exports or of their debts to us, ‘The list could be 
lengthened freely if space were available. ; 

At the beginning of the Roosevelt administration similar 
contradictions abounded. We were inclined to frown upon 
those who took flight from the dollar under the threat of 
monetary uncertainty, while the government itself was spend- 
ing public funds to depreciate the dollar in terms of foreign 
currencies. Shouldn’t the citizens who helped to depreciate 
the dollar have been rewarded for their contribution and assist- 
ance in achieving a new governmental objective? While we 





5 The following pages follow the text of the final chapters in the author's syllabus 
entitled America in a World Economy. American Association of University Women, : 
Washington, D, Cy 1934 
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spent our public funds to depreciate our own currency, we 
were indignant at foreign unwillingness or inability to pay 
debts, although it should be clear that such debt payments 
would simply make it more expensive for the United States 
Government to maintain the lower valuation of the American 
currency, We talked a great deal about the need for reducing 
trade barriers and restoring the “flow of world trade,” and 
at the same time we followed a monetary policy that 
immeasurably increased our own protectionism. 

In a world in which a considerable measure of freedom 
continued to exist, such inadequacies and contradictions in 
public policy or “planning,” were ruthlessly ironed out through 
the open market* Generations of farmers, in a rich young 
country, saw their standards lowered and became a public 
“problem” because their efficient industry was sacrificed to 
the lobbyists of inefficient industrialists, Debtors defaulted 
and thus “settled” a balance sheet that could not be evened 
in the usual trade relationships. Countries went “ofl the gold 
standard” and thus achieved a temporary balance by selling 
their money more cheaply and promoting their exports in 
spite of existing contro] devices such as the tariffs of creditor 
countries, In these and a score of other ways the inade- 
quacies of public policy were “corrected” by what remained 
of a free and untrammeled market. The typical political 
reaction to these “corrections” is of course a denunciation of 
the devices or policies that gave way to pressure, rather than 
an examination of the contradictions and “policies” that caused 
the pressure. Thus the typical reaction to our monetary 
difficulties is a denunciation of our monetary institutions—the 
banks and the gold standard—rather than an examination of 
the policies that brought about the breakdown of these insti- 
tutions, In a sense it might be said that just-as the Germans 
picked on the Jew as the “goat” who had to bear the responsi- 
bility for the Treaty of Versailles, French diplomacy, Marxism, 
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and the International Bankers, so the American people under 
the inspiring leadership of the Father Coughlins and other 
demagogues equally inspired with “Christian charity,” have 
selected the banker as the source of all evil. I do not say that 
bankers do not share in the responsibilities—although the 
banking system is certainly more responsible than the /ndi- 
vidual bankers—but 1 submit that any other set of monetary 
institutions would have broken down also if similar con- 
tradictory official policies concerning tariffs, debts, and so forth, 
"had prevailed, The heart of the problem is therefore not the 
nature of the monetary institutions but the efficacy of the 
general policies which are. put into effect under a given set 
of monetary institutions. In other words,-we are primarily 
concerned with the gualizy rather than the fact of management. 

A genuinely national economic foreign policy should recog- 
nize the interdependence of all: items of the United States 
balance of international payments, Congress enacts tarifl's 
without considering their effects on outstanding indebtedness 
or exporters’ interests; public and private debts are expressed 
in rigid treaties or contracts, with no allowance for price 
fluctuations which affect’ their economic significance; private 
bankers decide on long-term or short-term capital movements; 
and the Board of Governors of the Federal Reserve System 
decices—under varying types of political pressure—upon “dis. 
count” or “open market” policy, It is in such a setting that the 
American “policy” of the 1920’s became possible. .Govern- 
mental aid and abundant foreign loans to develop exports and 
to collect.war debts, coupled with increasing tariffs to keep out 
imports, encouraged an unbalanced situation which led to 
disaster, This was “unplanned” internationalism. 

In a world in which freedom of enterprise continued to rule 
in wide sectors of thé market, the contradictory elements in 
public and private policy were “adjusted” quite. brutally in the 
open market. Unemployment, disastrously. low prices, mora- 
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toria, and defaults are the usual methods of “adjustment.” 
When control devices multiply, the “natural” process is re- 
tarded and the magnitude of ultimate adjustments increases 
unless the need for codrdination of all public objectives is 
clearly recognized in thought and in action, Today tariff 
agreéments are dependent upon monetary policy, monctary 
policy is dependent upon debt settlements, and debt settle- 
ments are dependent upon tariff agreements, thus closing the 
circle, A pulling together of all significant controls would 
seem to be essential also to the organization of political 
stability, which is endangered by inconsistent policies 
‘emanating from the same national government. 

Coérdination of national policies will immediately suggest 
the need ‘for international action, Even at the peak of na- 
tionalist reaction after the failure of the. World Economic 
Conference of 1933, we had to recognize the immediate 
urgency of international action with regard to our national 
policies concerning wheat, sugar and silver. ‘The facts do not 
change because people like one label and dislike another, A 
genuinely national policy—that is, a policy in the national 
interest rather than a policy in the interest of limited groups— 
will be directed toward a planned international intercourse. 
The weakness of international economic relations in the past 
lay in its unsystematic (unplanned) character. ‘In the future 
we shall have to consider the “altogetherness of things”—not 
only the “altogetherness” of economic things but also the close 
interrelations of economics with politics and group values, 
Indications that the piécemeal method is now discredited in 
responsible circles can be found in the news almost daily. 
Thus, as early as July 17, 1934, the new director of the Bureau 
of Foreign and Domestic Commerce was quoted -as saying 
that “no effective treaty” can be signed today which does not 
* cover tariff rates as well.as.exchange controls, In other words, 
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our negotiations must deal with commercial and monetary 
policy simultancously, 

It is useless to pretend that any results worth achieving can 
be attained without hurting any present vested interests, 
Those, for instance, who urge reduction of duties only where 
this can be done without “injuring established American in- 
dustries” are talking the usual political flapdoodle. Such 
phrases are meaningless, No possible gains can be achieved 
except by prior injury to existing privileged groups. Tither 
we must have the courage to speak out bluntly, or we might 
as well save our breath, Secretary Wallace cannot be accused 
of dodging. “Let me say,” he said in a recent address in 
Madison, Wisconsin, “that no concessions that amount Lo any- 
thing can be entirely painless, ‘There will, of course, be many 
concessions, that would, cven by themselves, be of benefit to 
the nation as a whole—and I think most of our concessions 
will be of this kind; but every one of them involves treading 
on somebody’s toes,” 

The United States Tariff Commission in r93x compiled a 
list of hundreds of commodities on which tariff rates excecded 
50 per cent ad valorem; in nearly half the cases the rate ex- 
ceeded 75 per cent and in nearly one hundred cases exceeded 
roo per cent. Is it too much to say that a very heavy burden 
of proof rests on the industry that tries to justify a rate of 
more than 50 per cent? 

After years of stark depression one of the most sardonic 
comments on our curient problems was the thunderous ap- 
plause with which American audiences responded to the 
slogans “Make the foreigners pay” and “Buy American.” The 
policies summarized in this fashion are obviously not only 
mutually contradictory but also bound to lead to continued 
depression. In the present situation “Buy American” cam- 
paigns—if effective—simply destroy whatever is left of our 
export market by reducing the foreigners’ dollar purchasing 
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power to the extent that the campaign is successful. It is part 
of the irony of the situation that the same “patriots” who 
indignantly denounce the wicked forcigner for his default, 
vigorously advocate a policy which destroys the last vestiges 
of that debtor’s capacity to pay a foreign debt. Clearly, news- 
papers and public men who really desire the close observance 
of “sanctity of contract” should launch a “Buy British” and a 
“Buy French” campaign accompanied by a vigorous effort to 
correct the past errors of our tariff policy, Instead, we read 
emotional denunciations of those who propose to exchange 
“honest” American apples for “fake” French wines. 

We shall have to reduce our tariffs in any case if we are not 
to risk our huge private investments abroad. Estimates vary 
as to the size of the import surplus which we shall ultimately 
have to accept if these debts are to be paid. It will clearly 
depend upon the extent to which we are willing lo refinance 
and also upon the total “invisible” imports, All students are 
agreed, however, that we shall have to accept an “unfavor- 
able” balance of trade in the amount of several hundred million 
dollars at the very lowest estimate, if the foreigner is to be in 
a sufficiently “favorable” position to repay these private loans, 
just as we needed a “favorable” balance of trade in the nine 
teenth century when we were paying off our debts to Europe. 
It is clear that the repayment of public debts would impose a 
still heavier strain upon the absorptive capacity of the domestic 
market, To say that this is to sacrifice the taxpayer to the 
private bondholder is sophistry; clearly the taxpayer in the, 
higher income brackets and the bond owner are largely-over- 
lapping classes of American citizens. Clearly, also, the default 
of private business credit is a more serious matter from the 
standpoint of “sanctity of contract” as a fundamental social 
institution of our Western capitalist civilization than the 
revision of public loans contracted for war purposes, 

In striving to arrive at onclusions we must therefore 
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recognize ‘that the dominant international economic problem 
is of a political nature, Modern science and communication 
have made the world over into an interdependent whole. 
These new interlacing arteries and veins of trade and finance 
are endangered by the surviving myth of the sovereign na- 
tional state. The political organization of the world is lagging 
behind the economic interdependence that has come to be 
without anyone’s consciously willing or planning it. We can 
trace three lines of approach to these questions: 

1. A program for national self-sufficiency, Instead of 
rebuilding politics to suit economics, the autarchists would 
recast the new economic structure to conform with the famil- 
iar political onc, This involves the destruction of economic 
interdependence as far as possible. Sometimes this program 
is advocated as a means of preserving our traditional “liber- 
ties” against the approach of forcign “isms” of the Moscow, 
Rome, or Berlin type. This, however, is an illusion. Cutting 
our economy to the pattern of self-sufficiency will mean such 
drastic surgical operations on vital branches of our economic 
structure that an enormous intensification of state interference 
must be anticipated. There is no surer road to regimentation 
and bureaucratic control than the course toward national 
self-sufficiency, 

The world is capitalized for world trade. World popula- 
tion has increased by leaps and bounds as the result of the 
increasing productivity of expanding trade relations, Even 
the Hitlers and Mussolinis cannot put the chick back into the 
egg, and there is always the risk of killing it if they should 
try. 

The program of national self-sufficiency is also presented 
occasionally as a plan for peace. ‘The reduction of inter. 
national trade will diminish international contact and there- 
fore, it is argued, it will reduce the frequency of international 
conflict, Plausible as this may sound, it is plainly a spurious 
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argument. States that strive for national self-sufficiency will 
meet unsurmountable geological and climatic limitations. 
They will seck to overcome them by bringing desirable re- 
sources within the boundaries of the self-contained empire, 
Under conditions of reasonably free trade, such materials could 
be purchased in the world market with the carnings of cx- 
porters, When opportunities for peaceful trade are reduced, 
autarchical imperialism will be fostered. The relations be- 
tween Hitler’s foreign policy and Japan’s Manchurian adven- 
ture on the one hand, and the tariff policies of the “more 
peaceful” nations on the other, are closer than most of the 
protests of indignant outsiders would sccm to suggest. Na- 
tional socialism in Germany and the Far Eastern policy of 
Japan are suggestive examples of the sort of peace that 
autarchy promotes, ' 

2, A natural recovery to the conditions that existed 
before the breakdown, This is a more scrious possibility than 
the first program outlined, The latter is in the end a mere 
depression illusion, a pipe dream that will be destroyed by 
the facts in the case. Returning to the hit-or-miss combination 
of private inter-internationalism with varying spotty types 
of national interference is, however, the usual program of 
“muddling through.” Jt will mean new foreign investments 
without safeguards in commercial policy for their eventual 
repayment, It will mean efforts to maintain monetary policies 
that are inconsistent with other policies of the same govern- 
ments toward the restriction of the movement of goods and 
funds. It will eventually mean conflicts and readjustments in 
the gruelling forms to which we are now accustomed, 

While economic nationalism has wrecked the international 
monetary standard of the nineteenth century, it is sometimes 
suggested that this does not necessarily mean that the remedy 
is common codrdination of the various national policies affect- 
ing international economic relations. Some students believe 
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that a world which would take to a system of national 
inconvertible curencies, would not be in need of further 
“codrdination.” 

With inconvertible currencies the corrections of maladjust- 
ments in the movement of goods, capital, or credit would 
become effective in the foreign exchange quotations, and it 
is sometimes held that such a fluctuating foreign exchange 
rate would make the people sce the real significance of their 
mercantilist policies. Thus a high tariff would create a so- 
called “favorable” balance of trade and, assuming that the 
other factors would not be altered, the protectionist country’s 
currency would become expensive while the other currencies 
would fall in exchange valuc. This would then, it is argued, 
automatically make the mistakes of the excessive protectionism 
evident to everyone with eycs to sec, and a mind to under- 
stand, It is not wise, however, to be too optimistic about the 
size of this group. It is probably wue that a freely Nuctuating 
exchange rate would make the meaning of the process a bit 
clearer to those who already understand it, but it is highly 
optimistic to assume that political representatives—~and the 
“opinion” behind them—would draw the anticipated con- 
clusions. It is more probable that the high value of the pro- 
tectionist country’s currency would be ascribed to some con- 
spiracy of the wicked forcigners which should be met with 
appropriations with which to deliberately keep the currency 
ata valuation well below the figure arrived at by the forces 
in the open market, Doubters are referred to our present 
monetary policy which, when boiled down to essential facts, 
means that we insist upon giving the foreigners more and 
more of our goods for less and less of theirs. 

3. A program of planned public internationalism to co- 
ordinate and adjust the unplanned private internationalism 
that has spontaneously developed. This is neither a national 
nor an international program in the sense in which those 
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terms aie usually employed in contemporary discussions, It 
docs not try to undo the economic consequences of centuries 
of historical development by creating a self-contained national 
statc, On the other hand, it does not propose international 
laissez faire. Both “self-sufficiency” and /aissex faire are empty 
slogans for those who can only think in terms of white or 
black, good or bad, planning or freedom, socialism or capi- 
talism, and so forth.: The clarification of the interdependence 
of the various national policies affecting international economic 
relations is the first step. This is obviously a wational program, 
Tt might demand a high degree of codrdination of tariff, mone- 
tary, and banking policies, as suggested in the preceding pages. 
In this sense, some of the present trend toward economic na- 
tionalism might be—-quite unconsciously—an essential step 
towad a planned public internationalism. Governments 
that do not have the power to determine or change national 
monetary or tariff policies are obviously not prepared to 
negoliate international conventions regarding these matters. 
Ultimately international codrdination of such national powers 
is, of course, essential if the private internationalism that has 
grown to be a vital factor in our standards of living is to be 
given a stable political framework. Such international codrdi- 
nation will appear more necessary and politically possible as 
the blame for losses and the credit for gains come to be 
balanced on the same set of books in national public 
administration. 

This program is, of course, a long-range one. It has living 
historical forces behind it, however, as is clear from the de- 
velopments during the past several decades, The achicvements 
of the League of Nations and the International Labor Organi- 
zation may seem exasperatingly slender roday. Our impatience 
with them is one of the healthiest symptoms in the present 
situation, ‘T’o those who witnessed the Second Hague Confer- 
ence in 1907, even the depression “lows” of Manchuria and 
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Hitlerism will still be a measurable step forward. Study of 
various forms of international organization such as those in 
the field of finance, commerce, transportation, and agricul. 
ture bring out the same perspective if the range of time is one 
of decades rather than the evening newspaper. People who 
speak of the “failure of Geneva” seem to assume that a sort 
of superstate was organized at Versailles that could fail or sur- 
vive independently of its constitutive parts, In fact, of course, 
the Geneva organizations represent a new method of doing 
international business. As a river cannot rise above its source, 
so the new international agencies cannot hope to achieve 
results that surpass in a lasting way the desires of the prin- 
cipals, Just as Washington cannot long follow policies that 
are not supported “back home,” so Geneva merely records 
the wishes of the component national states, One form of 
Federal government or agency may, however, be far more 
efficient than another. In this sense the achicvements of the 
last fifteen years are a distinct step beyond the complete 
absence of collective machinery during the pre-War period, 

Is this—as some would urge—a program of “swect reason- 
ableness”? It will clearly not be sweet to many vested in- 
terests, In fact, its success will be measured by the extent to 
which it hurts some groups—and they will be large ones, But 
the program docs plead guilty to being reasonable. In Lact, 
if reason is to play a rdle in guiding human destinies in a 
post-war period that is rapidly slipping into a pre-war psycho- 
logy, this is the indicated path. Scepticism about “reason” 
and “brains” is the fad of the day, Perhaps we have some- 
times overestimated the rational element in human behavior, 
although few students of tariffs and trade barriers will make 
such a mistake. The disdain with which brains are discussed 
today in connection with public affairs would almost prompt 
the malicious query as to how “dumb” a man must be to be 
employed as a public official. In questions of this sort, a more 
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valid inquiry would direct itself at the quality rather than at 
the use of brains, There is sad irony in the thought that one 
half of the Western world’s brains arc occupied with the inven- 
tion of labor- and time-saving machinery while the other half 
is concerned with taking care of the unemployed and “the 
problem of Jeisure.” A small measure of social and public 
inventiveness — which postulates trained brains— might do 
much to make the fruits of our private industrial and technical 
genius more generously available. 

Two other forms of criticism will be leveled at a program 
of planned public internationalism. The first will come from 
those “realists” who on the basis of Marxist and pseudo- 
Marxist philosophies will question whether such a program 
will find a sufficiently compact group of “interests” and “pres- 
sures” behind its objectives. The second will point to the 
conflict of the program with the established “traditions” of 
this country. 

Let us deal briefly with the realists, The first observation 
to make is that effective motivation for social change does 
imply an interest, but it should be added that Marxism is itself 
a fine illustration of the extent to which such interests can be 
a matter of ideas as well as of a material nature. Secondly, 
the whole trend of the argument of this essay has been that 
economic and technical change have nadermined old interests 
and established new ones. The development of powerful ex- 
port interests and the emergence of farm leadership of the 
Wallace type are a small part of the evidence that could be 
cited in behalf of the thesis that powerful new alignments are 
in the making. In other words, the “realists” are really not 
so realistic. They are thinking of the old interests and not 
of the transformed society that now confronts us, In a sense, 
the realists are simply another group of traditionalists, 

The appeal of tradition in a time of ruthless change is par- 
ticularly gripping. Sometimes, however, the preservation of 
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essentials in a cherished traditi6n depends upon Mexibility*in 
the interpretation and administration of such a heritage. We 
shall be told—we are told—in almost every issue of the Hearst 
press, the Saturday Evening Post, and countless other organs 
of similar quality—that the wisdom of the Founding Fathers 
was against such changes in our national ways. There is 
usually no consideration of the changes that a nationalist pro- 
gram is certain to necessitate, We are getting a liutle sampling 
of that in our agricultural experience, Even the most efficient 
administrative procedure cannot transfer our crop surpluses 
to the home market. We shall have experiences with crop 
curtailment, transfer of farmers and their families, restric 
tion of areas under cultivation, and other major steps away 
from the traditional frecdom, Industries whose productive 
capacities are beyond domestic consumption will have to scrap 
part of their equipment, and problems concerning the support 
of an impaired credit structure and reéimployment of workers 
will be increasingly urgent. Self-sufficiency cannot be achieved 
under the traditional American system. ‘The public price is 
likely to be higher than that involved in a political recognition 
of international economic interdependence. 

It is well to remember that the “wisdom” of the fathers was 
the wisdom of revolutionary fathers. We sometimes blindly 
repeat the thoughts which they expressed with regard to the 
problems of their time, and forget that such repetition is the 
very thing which they had the courage and the virility to 
avoid when they were engaged in a violent conflict of old 
traditions and new interests, and struck out along revolutionary 
paths for solutions that would fit the new reality. 

George Washington, whose warning against entangling 
foreign alliances is often quotcd in the discussion of such 
matters, laid particular stress in his Farewell Address on the 
advice that the nation should develop rules of intercourse with 
the rest of the world that were “the best that present circum- 
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stances and mutual opinion will permit, but temporary and 
liable to be from time to,'time abandoned or varied as cxperi- 
ence and circumstance shall digtate.” The virile and flexible 
mind that offered this counsel would’ hardly have hesitated 
in the face of such transition as this gencralion has witnessed. 

The eighteenth century fought its struggle with entrenched 
privilege—dynastic, social, and economic—under slogans that 
naturally reflected its own peculiar problems, “Freedom,” 
“sanctity of property,” “checks and balances,” “separation of 
powers,” and the notion of the complete distinction between 
economic and political activity, all appear in a new light to a 
generation that is not concerned with the forms in which these 
problems appeared to the generation that wrote these institu- 
tions and ideas into our fundamental law and into our political 
mores. Even where we cherish the heritage of the past, our 
accent is different. In the recasting and remolding of our 
institutions that will be~and are—the fate of this generation, 
the extension of government beyond the sovercign national 
state will play an cssential rdle. 
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Cuaprer XXT 


PLANNING AND THE ° 
MARKET SYSTEM* 


Eduard Heimann 


Prosperity in Czechoslovakia increases the consumption 
of chocolate, causing greater production of a paiticular raw 
material in Venezuela. Coffee is in gieater demand than 
tea in the United States, thus creating more employment in 
the plantations of Brazil than in Ceylon or China. Similar 
illustrations could be multiplied indefinitely, These com- 
plex relations are in constant need of readjustment, owing 
to the effects of shrinking consumption, of large surpluses, 
of declining prices, and of increasing unemployment. For 
these obvious reasons, the practical aspects of the market 
overshadow theoretical considerations, Nevertheless, the 
market has always occupied a key position in taditional 
economic theory, Laissez-faire economists regarded the 
market as the central instrumentality for codrdinating the 
factots of production and distribution in a system of moder- 
ately free enterprise operating through the price mecha- 
nism. The effectiveness with which these different factors 
function depends necessarily on the efficiency of the organ- 
ization of the market, 

The more developed an industrial economy, the more 
delicate will be the adjustments required in any scheme of 
control and planning, Economie planning ordinarily im- 
plics some form of authorized central agency; it involves 
modification of the free play of those forces commonly asso- 
ciated with a decentralized market system, “To what extent 


» < v 
such an agency can function effectively under a system of 





1 Reprinted from Social Research, Volo 1, No. 4, by permission of the Graduate 
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free enterpuise without challenging that system is one of 


the perplexing problems confionting the advocates of eco 
nomic planning —I’. M. 


I 


“A system of central planning is the opposite of a spontane- 
Avcusly operating decentralized market. It might seem that 
a clean and logical solution of the problem of economic organ- 
ization would therefore demand either a return to plain 
capitalism or a new integrated system, call it communism if 
one will, An intermediate position does not appeal to the 
imagination. A mixime of systems is suspected of inconsist- 
ency and appears Uaccable to a lack of resolution, There are 
distinct and conspicuous advantages in either system but they 
do not appear compatible. Anyone who recommends an inter 
mediate position has therefore to explain how he plans to build 
up a functioning system out of materials taken from the two, 
opposing systems. The clements of the two systems must be 
made to interlock, and this requires us to distinguish their 
respective functions and combine them in a consistent: and 
workable whole, 

The scheme of cconamic institutions which f propose to dis. 
cuss is the following: I assume separate, independently man- 
aged units of production on the one hand and a centralized 
management of credit and investment on the other. The inde- 
pendent enterprises are connected through the market with 
other enterprises and with the factors of production and the 
consumers, They are also connected through the market with 
the central control of invesuiment, They may either compete 
with one another or monopolize their respective fields. 'The 
centralized management of investments may be conceived of 
as a form of monopoly using, however, specific methods, whase 
operation we have to discuss. Among the instruments it would 
employ is the right to investigate the condition of technical 
equipment in all plants, whether publicly owned or not. The 
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whole system is designed to provide for stability of economic 
life, to prevent the wild fluctuations of the present system. 

No further assumptions are required for our purpose, Par- 
ticularly, we do not need to make any assumptions as Lo the 
social and property organization. It is true that the conception 
of a market scems to presuppose private ownership and that 
centralized management appears to be linked to common prop- 
erty. These associations of concepts arc, however, far from 
being logically necessary. On the onc hand, common property 
in all plants does not preclude an organization of production in 
separate units, whose managers would be morally and finan- 
cially interested in their individual success, even though all 
profits should belong to the community as the owner, Such a 
market would evidently not be a capitalistic market. On the 
other hand, the unitary will which is crucial to centralized 
planning may be derived from unitary property of the com- 
munist type, but it may equally be conceived of as some kind 
of individual dictatorship rigorously opposed to socialism, or 
it may originate in the consent of an enlightened business 
community seeking to defend its long-run interest in stability 
and security, These various possibilitics naturally involve the 
widest divergencics in the method and proportions of the dis- 
tribution of incomes because of the close relationship of in- 
comes to the stratification of property, While a redistribution 
of incomes is compatible with planned economy, the planned 
cconomy does not necessarily involve such redistribution. 

Of course I do not deny that planning and the centralized 
management which it involves bear on the questions of prop- 
erty and income and on the social organization as a whole. 
This needs to be emphasized because(there is in this country 
an astonishing disposition to treat the problems of planning as 
if they were of a purely tcchnical character and had no essential 
dearing on the social structure, Whether a given social struc- 
‘re can apply a given plan of reconstruction is not only a 
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{technical but also a political and spiritual question. More 
specifically, the question is whether this society can provide the 
organizational and moral prerequisites of reconstruction with- 
out giving up its essential structure and underlying values, 


wt 


We should need no planned economy if the spontaneous 
activities of decentralized management produced the universal 
harmony predicated by the earlicr Classical writers.” These 
writers assumed that the free fluctuations of prices express the 
fluctuations of demand and bring about a corresponding move- 
ment of supply, thus adjusting supply to demand. The first 
part of this statement, as we shall indicate, is true, and offers 
the indispensable basis for any genmine accountancy system. 
The second part cannot be maintained and shoukl be replaced 
by a more realistic theory. It is necessary to distinguish be- 
tween the two functions of the price system: first, accountancy 
and survey of economic fluctuations; and second, active control 
and regulation of production, Since the reputed mechanism 
of automatic self-regulation docs not work, deliberate regula. 
tion is necessary; but it is in terms of free prices that we must 
measure the response of demand to such regulation, 

The Classical theory of the harmonious response of supply to 
a given change in demand assumes a closed and static system 
of economy within which a change in demand in one particu- 
Jar market is necessarily compensated by an equivalent change 
in the opposite direction in some other particular market. 
Under these conditions the prices of the commodities con- 
cerned would move in opposite directions and would stimulate 
a corresponding shift of means of production, so far as tech- 
nological rigidities permitted. 

This theory, however, does not apply to an open and dy- 


® Not by Ricardo. 
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namic system, In a static system a fall in wages in a given 
industry or area would expel labor and so tend to restore the 
otiginal wages; but in a dynamic system it is possible that the 
effect of a fall in wages would draw into employment other 
members of the worker’s family in order Lo maintain the family 
income, thus forcing a further fall in wages. A fall in business 
profits may stimulate entrepreneur's activitics in order to meet 
the requirements of a fixed debt; an appreciation of money, 
which in a static system would result in an increase in the 
production of gold and a consequent correction of the appre- 
ciation, is likely in a dynamic system to produce a depression 
with a shrinkage of credit which would increase appreciation 
far more effectively than any possible increase in gold could 
reduce it, 

It is particularly in connection with capital equipment that 
the dynamic situation proves recalcitrant to static theory, If 
the available labor supply increases cither because new strata 
of the population are drawn into employment or because 
workers are displaced by mechanization, new jobs are impera- 
tively required; but this additional supply of jobs is far from 
being automatically provided by the free play of competitive 
forces, The wages which the employer saves by mechanizing 
existing jobs and dismissing the workers might indeed be used 
as wages for additional jobs only in case the capital equipment 
for these additional jobs were also supplied. Although the 
effect of an absolute or relative increase in the supply of labor 
would be to reduce wages and thus to increase profits and the 
possibility of saving out of these profits, any new capital thus 
created would appear too late for equipping the additional 
jobs; nor have we any reason to assume that even the final 
accumulation would be acequate for the purpose, 

All these and many other conceivable failures of the market 
in the automatic adjustment of supply to demand constitute 
the case for comprehensive and deliberate planning. "The core | 
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jof a scheme of planning is obviously the regulation of credit 
land investments, as this would necessarily involve an indirect 
control of profits and wages. In a later section we shall exam. 
ine some of the details of the control of investinents. 

Planning thus conceived would, however, not make impos- 
sible the adequate expression of the new situation in terms of 
prices. Under a planned system the supplies of the several 
goods would be different from those which would have been 
the outcome of an automatic play of the market, but would 
have lo prove appropriate to the situation of demand through 
realizing adequate prices. If a given price fixed by demand 
does not secure an adcquate reaction of supply to that demand, 
it still remains true that the response of demand to planned 
changes in supply would be adequate, What determines the 
price of a given supply is the purchasing power of consumers 
available for its purchase. ‘The price system serves satisfactorily 
jas an indication of the adequacy of production, even though it 
often fails as an active regulator of production. 

A survey of the demand for goods for ultimate consumption 
is relatively easy, and would be much simplified in a socially 
more uniform system with a corresponding standardization of 
consumption, at‘ least for the great majority of goods. An 
excess or deficit of production becomes directly visible, if not 
through its influence on prices, through the failure of cus- 
tomers to clear off the stocks or through an unsatisfied excess 
of demand. The real importance of the system of planning 
lies within the sphere of production, where it dictates the neces- 
sary adjustments throughout the serics of production processes 
necessary Lo meet a given situation of ultimate demand, ‘This 
is achieved by translating the price system into an accountancy 
system, 

The books of any one firm afford a survey of the whole 
economy in so far as it is relevant to this particular business. 
Nothing but prices are entered in these books, the prices re- 
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ceived for sales and paid out in purchases. The function of 

bookkeeping is the current comparison of cost and return. 

The prices received express the relative purchasing power of 

buyers for the particular good, or, to go a step further back, for 

the special application of labor and materials to the production 

of that good. On the other side of the account the bookkeeper 

enters the prices paid for labor and materials in competition 

with other possible applications of labor and materials, It is 

the entirety of possible uses which determines the general price 

of labor and materials; it 1s the utility to the consumer of the 
particular use which is expressed in the price of the product. 

The significance of bookkeeping then consists in putting anys 
application of labor and materials to the test of comparison! 
with all other uses possible at the same moment, 

Assuming a given demand for a particular good, or ulti- 
mately for a paiticular combination of labor and material, any 
change in this demand would, through the working of the 
accountancy systetn, affect the situation of all businesses which 
have to deal with the same category of labor or the same 
materials, There would be more or less of that labor or mate- 
tial available for other purposes when Jess or more of them 
respectively is devoted to that specific combination. These 
shifts in demand would find expression in the automatic shift- 
ing of the prices of labor and mateiials, Every unit of produc- 
tion can immediately learn from the relative weight of these 
prices in its actual account what readjustments it must make. 
Such instantancous reflection of any change throughout the 
whole system evidently presupposes free markets, not only in 
the sphere of consumers’ goods but equally in the sphere of 
producers’ goods, including the factors of production, 

In the foregoing it is assumed that the impetus to change 
originates on the side of demand, Assuming that the impetus 
to change comes from the side of supply, the effect on the 
accounts of all those concerned is not different. Such a change 
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in supply might originate in a technological change which 
replaces the quantity @ of the material « by the quantity 4 of 
the material y and therefore it may be accompanied by an up- 
ward moyement of the price of y and a downward movement 
of the price of « which would affect in varying degrees the 
accounts of all those businesses which have to deal with wor y 
or both. Changes in the market situation are obviously much 
mote far-reaching when derived from technological changes of 
a possibly revolutionary character. ‘The wider the ramifica- 
tions of production the less possible would it he to make an 
immediate survey of all repercussions, and the greater would 
be the need of depending on automatic and instantaneous 
adjustment through prices and accountancy, 

It is usually assumed that monopoly represents an exception 
to the free price system, Monopoly is of course a deliberate 
intervention in the market, and it artificially increases the rela- 
tive scarcity of supply in the presence of a given intensity of 
demand, Thus it interferes with the regulating active function 
of the price system, But monopoly does not abrogate the pas. 
ee index function of price, which indicates the situation and 
requirement of demand. An illegitimate cut of supply con- 
trary to the suggestion of prices is adequately expressed, though 
not cured, by the higher price brought about by that cut. Ik is 

1a merit of the free play of prices to reveal the exact degree of 
‘disharmony produced by private monopoly. 
The free price which we are studying is therefore not limited 
| to the more or less fictitious competitive market but applies to 
any situation where buyers are formally free in their response 
to the policy of suppliers, ‘Therefore the whole realm of 
monopoly is a realm of free prices in our sense. This is true 
even though both supply and price are fixed by suppliers; for 
it remains to be seen whether buyers will accept the price for 
the given supply and thus confirm the correctness of the sup- 
pliers’ decision, or will force a change of the market by putting 
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to the seller the alternative of cither reducing the price or 
renouncing the sale of part of the supply. 

The theory of monopoly, as elaborated through decades of 
economic study, recognizes that even private monopoly need 
not necessarily pursue an oppressive price policy. Monopoly 
may involve the organization of a whole industry under uni- 
tary direction and may thercby reduce costs of production to a 
level below that of most competitive produccrs, Private mo- 
nopolies are often able to lower their prices below the price 
level that had been established by competition, although they 
may make higher profits than the competitive producers had 
enjoyed. A public monopoly, whether in a socialized or in a 
private business system, might assign the whole gain in pro- 
ductivity to the buyers by enlarging its production so as to 
make the price equal to the new cost, ‘Private monopoly in- 
vented, and public monopoly may use on behalf of social ends, 
the method of differentiating the price according to the pur- 
chasing power of the various classes of customers, By charging |, 
less than the cost to the poorest class and covering the loss at 
the expense of the richer classes, monopoly may contribute 
toward approximating real incomes to each other, This prin- 
ciple may be applied to various qualities of the product or even 
to different products of a public corporation or of a partly or 
entirely socialized system. What is then needed is to expand 
the production of the cheap product so as to satisfy the demand 
artificially aroused by the artificial reduction of the price below 
the cost; the sales of dearer products will diminish, and pro- 
duction forces will have to be transferred from the diminishing 
section of the industry to the expanding section, If the 
monopolistic gain is treated theoretically as a tax We finally 
approach the system of public services covered by taxes as in 
schools, hospitals and parks today. 

Tt need not be emphasized that all this is possible only within 
limits, that a complete equality of real incomes in spite of 
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differences of nominal incomes would destroy the productive 
stimulus and effect of these differences, and that the technical 
advantages of monopoly are often outweighed by the psycho. 
logical advantages of competition. In its proper place, how- 
ever, the monopolistic instrument is very powerful. Tt is also 
the form that must be assumed by any control over credit and 
investment. Regulating investment means, of course, curbing 
it at one point and pushing it ahead at other points, something 
that requires a unitary survey and authority of a monopolistic 
character, 

All these monopolistic instruments, much as they change 
and shape the market, share in the general features of the mar- 
ket and move within its limits. By artificially changing one of 
the factors of the market we do not prevent the spontancous 
and correct reaction of the other factor and the exact expression 
of the new situation in the resulting price, 


MI 


The difficulties of an unregulated market center in the in- 
vestment sphere, Both the enormous costs and the techno. 
logical rigiditics of modern plants aggravate the danger, under 
the stimulus of gain, of irreparable competitive overinvestment 
in important fields. Morcover, these plants suffer from the 
inevitable ups and downs of demand, as has been shown by 
Robertson and with classic thoroughness by J. M. Clark. 
What we are most interested in here is so-called technological 
funemployment, the displacement of men by machines, 

An invention which replaces the workman by a machine 
may be taken as representing the typical form of technical 
progress in connection with the unemployment problem. So 
important an invention as the automobile seems indeed to in- 





®Robertson, 19. 11, Banking Policy and the Puce Level, YP. S$. King, London, 
1926, and Clark, Jahn Maurice, Shategic Factors in Business Cycles, National Bureau 
of Economic Research, New York, 1934. 
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volve a decentralization of transportation and an increase of 
Jabor in the transportation system as a whole. This may appear 
to run counter to the rule that technical progress displaces 
labor. But the aggregate volume of transportation has con- 
siderably increased with the extension of the use of the auto- 
mobile and this will account for part of the increase in 
employment in the transportation industries. Disregarding the 
labor that is in part pleasure driving, the wide use of buses and 
trucks represents a new economic service for the most part. 
We shall later see the progress of displacement when the less 
efficient vehicle gives way Lo the more efficient. 

It is true that the total volume of industrial occupation has 
grown instead of diminished as a result of technical develop-} 
ment. We have to distinguish the two tendencies of mecha- 
nizing an existing job and of creating additional jobs on a given 
level of technique. The first means a decrease, the second an} 
increase in the demand for labor, and an equilibrium of the 
two tendencies is required. This equilibrium, however, is not 
automatically attained. Under the favorable conditions of the 
pre-War period, a permanent increase in the volume of indus- 
trial and commercial employment took place in spite of 
periodic interruptions and fitful unemployment which was 
gradually reabsorbed, As indicated above, much capital is 
required for equipping a job, and in spite of the current stream 
of capital formation, a fitful mechanization which automati- 
cally sets the wages of the dismissed workers free for other jobs 
does not automatically find the additional capital equipment 
for these future jobs, It takes time to bridge the gap, particu- 
larly when the mechanization movement is active and general.' 


{ 





4 Thus is a bic introduction to an impaitant German contribution to the theory 
of the cycle, It was derived from Ricardo’s chapter on machinery im the last isstte 
of his Principles and it was started by Adolf Lowe's nuticle, “Wie ist Konjunktur- 
theae tberhaupt mogheh?" in Weltentschafiliches Arch, Vol. xxiv, 1926, ‘The 
further main documents ate Tisch, Mane, Za Theorie des Konjunktinayhlus, 
Tubingen, 1929, Lederen, Riml, Techunseher Fortschitt und Arbcitslongheit, 
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The rate of interest fails as a regulator of investment. It does 
not even control the current supply of savings, As an instru 
ment for the contol of the progress of technological change it 
is ineffective or rather perversely effective, The rhythm of 
technological progress involves, first, the ordering and building 
of additional machines, and second, the squeczing out of the 
workers through the use of these machines. With the comple- 
tion of mechanization of consumption industries there is a 
cessation in capital goods production. While the contraction 
of employment through mechanization is actualized only in 
the second phase of the rhythm, it becomes inevitable from the 
beginning of the first phase through the ordering and produc. 
ing of the machines destined to displace labor, ‘They are 
ordered on the basis of a given rate of interest which expresses 
a given supply of capital; but their own immediate effect, the 
displacement of labor for which new jobs and new equipment 
must be found, necessitates an additional capital investment for 
which the supply is not forthcoming except by some fortunate 
and unforeseen coincidence, The rate of interest affects the 
short-run considerations which start the movement; but the 
long-run effects on the labor situation are beyond ils control. 
Indeed the situation is complicated further by the fact that the 
jsame amount of capital with the same immediate bearing on 
interest may be used either to reduce employment by mecha- 
nizing existing jobs or may open up additional employment by 
founding additional jobs. ‘The two events of opposite signifi- 
cance for the development of the economy are covered by the 
same expression in terms of short-run considerations. ‘The 
question of whether a fature necd for capital equipment for 
additional jobs is implicd in the present capital demand for 








‘Tibingen, 1931, and Matnitvky, Maik, an Weltswitschaftludes cach, Vol. xxxivy 
1931, ‘The most thorough and complete elaboration of the argument, as complete 
as possible without reference ta the monetaty phenomena, is new to be found in 
Die Theorie der Arbeiterfreisetsung diveh dre Maschine by Alfred Kithler, 
Leipsie, 1933. 
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building a machine is by no means answered by reference to 
the present interest rate, Yet this capital requirement may be 
expressed in fairly exact figures when we know how many 
workers are going to be displaced by the machine which we 
are building. 

Hence the task of farsighted regulation of investment is 
clear. It must take into account the effects on the future situa- 
ion of labor and capital of assigning a part of the present 
capital fund. A capital assignment may be possible from the 
standpoint of the present capital supply; and its investment 
may promise a sufficient return to cover the interest. These 
tests alone would be inadequate for the regulation of invest 
ment with a view to the future requirements which arise from 
@ present investment of the mechanizing type. It is these 
potential future requirements which are crucial for the correct 
decision as to granting an application for capital, In case of a 
project for mechanization one would have to inquire at what 
future date the building period would be finished and the 
mechanizing and work-diminishing effect of the new method 
would be felt and how many workers would be affected. It is 
essential to note how simple and definite this problem is as 
compared with the usual conception that planning requires a 
superhuman wisdom. Unless an expansion of production and 
maintenance of employment on a given level is being prepared 
for that critical moment, and capital for the additional invest- 
ment is available, the request for capital should be refused, 
Roughly speaking, the long-run investments which are being 
started during any given period should be distributed equally/7 
between the two types which respectively diminish and in- 
crease the demand for labor, It need not be necessary to say 
that the compensating investments in additional jobs will sel- 
dom occur in the same industry which demands capital for 
mechanization of existing jobs, but in other fields. 

In applying the general rule, allowance must be made for 
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tthe different lengths of building periods in different invest 
ments! It is also easy to modify the rule in a period in which 
there is a shift in the age composition of the population and an 
increase or decline in the proportion of the employable. This 
again is not a matter of guesswork but, to a very large extent, 
of calculation. A by-product which may be practically equal 
in importance to the express aim of the arrangement is the 
regulation of investment with a view lo avoiding competitive 
overinvestment in special felds, This simpler case is included 
in the more complicated one, As to the difficulties connected 
with durable goods for both production and consumption we 
refer to J. M. Clark’s book, previously cited. It is clear, how« 
ever, that here, too, what is necessary is to curb fitful expan- 
sions adapted to fitful accumulations of demand and to smooth 
the trends of both demand and output. It may be added that 
by curbing the exaggerations of investment the’ rhythm of 
demand will be made more even, inasmuch as purchasing 
power arises from cmployment in building those investments, 
“All this, however, though it adds new tests to the tests of the 
{ree market, is not in contradiction to it, The investigation 
into the economic significance of a proposed investment com- 
plements the examination in terms of price calculation, Tiflec- 
tive demand for the final product sufficient to cover the cost of 
the investment is in our analysis an indispensable condition, 
although it is not the only onc? And this condition can be 
taken care of by the petitioner for credit, not by the central 
authority whose debtor he will be. ‘Ihe business aspect of the 
question is dealt with in the usual decentralized way and is to 
be modified only by the introduction of provisions bearing 
upon the future, which the business calculation claimed to 
include, but failed to do. The primary initiative lies with 
! the debtor; the regulation is in the hands of the creditor, "This 
regulation is mainly negative; its function is to prevertt invest- 
ments which would be granted by a pure business system 
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interested only in the prospective moncy return of the one 
investment but whose future effects would he injurious, The 
central board does not need to insert positive projects of its own 
into the range of projects submitted for its approval. This 
limitation again shows how practicable and non-utopian the 
working of the central board would be. 


Iv 


In all these respects planning as described appears to curb 
expansion and progress. It would indeed temporarily moder- 
ate the speed of expansion in order to prevent the otherwise 
inevitable setback, This offers an answer to the possible objec- 
tion, from the capitalistic standpoint, to a planning system 
designed to slacken progress and expansion. They would in- 
deed be slackened as compared with their speed during the 
boom phase of the present system, but not necessarily as com- 
pared with the average speed of an entire cycle. And even if 
a deficit in speed remained it might be justified as the price to 
be paid for the gain in security of economic existence and in 
stability of the social system, 

There are corresponding objections from the communist 
side. Because of the differences in the stages of economic 
evolution, the problem of planning is not the same in the 
industrialized nations as it is in Russia, From the point of 
view of communist planning, this difference involves an advan- 
tage to Russia, not only in degree but in principle. Grave mis- 
takes in planning are virtually impossible in a country which 
lacks everything. A country like Russia may be careless in) 
regard to the economic calculation; it may destroy the appa- 
ratus of exact calculation which is afforded only by free prices 
and replace it by evaluations through decree which are of an 
arbitrary character even though they try to approximate free 
prices, ‘Such a country may hasten progress without fear of a\ 
consequent collapse; it may triumphantly point to a specd of 
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{development many times superior to that of the older coun- 
tries; it may boast that it has escaped the unemployment which 
strikes countries that are proceeding toward planning at a 
slower and deliberately moderate pace. This is not a contrast 
between communism and capitalism, but between the undevel- 
oped stage of Russia as against the highly developed stage of 
the older countries. When one investment has been com- 
pleted, the planning board need not be at a loss for other invest- 
_ments, since any investment will become useful sooner or later, 
A Russian planning board may violate the equality of marginal 
utilities for the time being but it will be overtaken eventually. 
The worst danger is a wrong sequence in initiating the various 
plants, 

The task of planning in a developed country is much more 
delicate and the danger of a mistake is of much greater conse- 
quence, because a wrong investment may be lost forever. Over. 
production in the popular sense of producing things in excess 
of demand and of real wants is not to be found in Russia, but 
in the older countries, These countries cannot so easily start a 
new investment in order to reabsorb the workers who are dis- 
placed by preceding investments, ‘These countries have to 
watch over the interlocking of investments and wants respec 
tively, and they have therefore carefully to calculate and to 
distribute the investments to preserve the equilibrium in the 
labor market. That is why they need a bookkeeping with true 
evaluations and also a regulation of technical improvements, as 
Russia will need these finer instruments when she attains a 
similar level. It is only fair to add that the older countries 
enjoy a great advantage over Russia in their higher standard of 
living. They are not, as Russia is, menaced by starvation in 
casc of investments that are mistaken, or that contemplate too 
remote a future, Russia compensates this disadvantage through 
a combination of three factors: the tremendous power of its 
government to impose hardships on the people, the customary 
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(rugality and poverty of this people, and finally their political 
enthusiasm. It follows that Russia cannot serve as a prototype 
of planning for the Western world. She will sooner or later 
have to follow the model of planning set up in the Western 
world. 

This model turns out to be more cautious and more modest 
than its rival. ‘The caution is crucial to its success, the reserve 
and restraint [rom more ambitious and far-reaching policies is 
not, What we have described is the minimum policy which 
aims at mitigating and avoiding the wild fluctuations of a spon- 
tancously acting dynamic system. Its function is mainly nega- 
tive; it consists in curbing the pace of dynamic movement in 
accordance with the available means of maintaining the vol- 
ume of employment, The amount of these means was 
assumed to be fixed and the task was therefore defined as 
distributing them in even propoition, It is obvious, however, 
that the formal equilibrium can equally be secured by procur- 
ing a larger supply of means—the Russian expedient in any 
blind alley—although, as pointed out above, there is not a 
similar abundance of possible investments in the other coun: 
tries, Taxation or inflation might provide the means, invest 
ments of the public-works type might be financed in this way. 
Moteover, what applies to finance in private economy might 
also apply to it in a planning system, namely: that the financial 
authorities would assume a good deal of positive initiative and 
responsibility by virtug of their wide survey and thorough 
information, although they might also content themselves with 
furnishing such information to persons engaged in the actual 
work of production, Any shift of weight from the decentral- 
ized to the centralized sphere may increase technical efficiency 
on one hand, and bureaucratic rigidity on the other, The 
theoretical discussion has to note these two sides of the prob- 
lem, but it is perfectly aware of their differing relative impor- 
tance in different fields. A general theoretic discussion can 
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contribute nothing to the most important tasks of actual 
organization; its function is to analyze the working of the 
minimum organization at the center of a planning economy. 


v 


Tn order that this minimum organization may be able to 
operate, certain specific requirements are indispensable, ‘The 
jfunctioning of the regulating mechanism depends wholly on 
its absolute control over all investments of considerable signifi- 
cance, on its power to refuse a grant of capital funds if need be 
and thereby to prevent an investment of which it does not 
approve. ‘There must be no torn area in the net. Such an 
imperfection might casily be torn by the accumulation of cor. 
poration profits, the so-called self-financing of corporations. 
It might be torn by an alliance of the corporations and the 
bankers, since both are eager Lo secure profits and interest 
which a refusal of the central board would exclude. 

fi would of course be mythology instead of rational analysis 
"to dispute the possibility of conflict under conditions of a 
strictly centralized management of state property. If the tech» 
dpical units of production are administered by officers respon- 
sible for their success, any refusal by the central board of 
investment funds would destroy the hope of these officers for 
a conspicuous achievement and a pecuniary or moral reward. 
| Admitting this, however, the conflict is distinctly less keen 
when both the central board and the industry are owned by 
‘the state. In this case it would be only the manager whose 
interest would be harmed by a negative credit decision, Again, 
if organized groups of workers were financially interested 
along with the managers in the success of the enterprise, as 
might be the case under some future democratic principles of 
organizing production, the conflict might easily become serious, 
Under certain conditions it would be easier to decline a request 
presented by a private group. 
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If it is assumed that property, in the main, is left in private 
hands, the problem is one of finding means by which the 
central board may impose its will upon a more or less reluctant 
financial world and may secure exact information concerning 
the financial positions of corporations secking investment 
grants and the probable effects of such grants. The records of 
discount and open market operations by existing central banks 
are discouraging, since the banks did not succeed in establish- 
ing control even in a limited realm, One reason for this [ail- 
ure, however, is that the underlying theory was incomplete and 
unsatisfactory. In some respects the more general control here 
contemplated would find its task simpler. The survey of pri- 
vate and possibly injurious investments is, for technical reasons, 
possible. Profits may be concealed, modern machines and 
plants cannot be. A control which analyzes the technological 
situation is less easily misled than one which depends on finan- 
tial accounting alone, a 

However important the technical administrative side of the 
rroblein is, the moral side is even more important, The whole 
iystem would be paralyzed from the start unless it would enlist 
i reasonable degrec of sincere codperation on the part of tl 
vusiness community itself. To impose strict control over in- 
vestinent upon a stubborn opposition by means of financial and 
icininistrative coercion alone would certainly not succeed, It 
vould be necessary to work out some agreement between the 
entral body and business as to the aims and main lines of the 
estrictive policy, This is not a question of ethics but of an 
lightened self-interest which would take into account not 
nly the possible loss of profit due to the restriction imposed, 
ut also the benefits to be derived from such a scheme of organ- 
zation as would preclude a breakdown that might annihilate 
Ul previous profits. Speaking in more general terms, unregu- 
ated private capitalism is doomed by its effects, From the 
oint of view of capitalism itself there is no escape from the 
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necessily of making fundamental concessions sufficient to avert 
an overthrow, 

Rigid as the principles of a planned system must he, they 
nevertheless leave a large realm to uncentralized activities, It 
is not necessary that control should be all-inclusive. From the 
economic standpoint there is no necessity of subjecting to cen- 
tral control those branches of production which can become 
dynamic, if at all, only through their connection with the 
essentially dynamic branches, Investment of a modern tech- 
nological character cannot remain invisible; still less can invest. 
ments in such decentralized fields as agriculture be withdrawn 
from the oversight and indirect control of the central body, 
Even the textile industry is sufficiently decentralized to be ade- 
quately controlled through credit regulation, This point is 
significant, It is precisely in the decentralized, nondynamic 
lindustries where planning would encounter the greatest ad- 
ministrative difficulties. Indeed, if planning required a rigid 
centralization of management throughout all fields of produc- 
tion it would not be likely ever to pass beyond the utopian 
stage, even though it were generally recognized that planning 
js essential to the continued existence of a highly industrialized 
society. Any general centralization and socialization would be 
frustrated by the deadly hostility of the lower middle class of 
Hindependent producers, who hold the key position politically 
‘in most countries.” With planning confined to the control of 
the present sphere of big business, decentralized industry has 
nothing to fear from it. The managers of the great enterprises 
have been trained to sec the benefits of rationalization and may 
be won over to self-restriction and codperation under a unitary 
system of control, or they may be replaced by the proletarians 
who are trained under the same conditions of rationalization. 
The independent producers are nondynamic and traditional 
in their typical attitude, and it would be impossible to win 





5 This article is an economic complement ta ny socialagical study, "Soctalism and 
Democracy." Sce Chapter XXIV, See. vii. 
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them over to a system involving a complete break with this 
established scheme of existence, As we have secn, a planned 
system would retain the institution of a free market where the 
play of prices would provide a check upon the operations of 
control. This market would sufficiently control the inde- 
pendent producers and would integrate their operations with 
those of the industries definitely subjected to planned control. 

It becomes obvious that the market is not a sociological Prine 
ciple, as Marxism thought, but an instrument to be handled by‘ 
various types of society with a view to various ends. These 
ends must inevitably shape the character of all those who 
operate within the market. The deliberate activities of a dis- 
ciplined industrial society will therefore influence and educate 
even those groups which are traditionally most remote from its 
principles, Much as a social structure may be diversified, it is 
one nevertheless, and its underlying principles are expressed in 
one way or another throughout its diverse groups. The peas- 
ant in medieval socicty differs from the peasant under private 
capitalism and from the peasant in a post-capitalistic planned 
socicty whether equalitarian and democratic or not, The prin- 
ciples of a planned society become acceptable to the peasants in 
the measure of the benefits the peasants enjoy in their natural 
striving toward a steady progress. Some planned organizations 
of a codperative character have been developed under capital 
ism even in the highly individualistic realm of farming, and 
more organizations of the kind would certainly come into 
existence if society turned to planning, These would bridge 
the apparent gap between the centralized and the decentralized 
spheres. 

There is no need of a violent and forcible codrdination into 
a planned society of the traditional individualistic groups. No 
revolutionary break in their existence is required in order to. 
start and operate the system of planning, A wise policy aimed 
at effecting planning would offer these groups a solemn guar- 
anty that nothing would be done in their sphere without their 
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consent, ‘This does not mean merely a negative attitude of 

toleration but a positive attitude of approval. Man is change- 

able and therefore invites the experiment of pressures to what 

> extent he should be deliberately and forcibly changed is a point 

on which opinions differ widely, even if it be granted that the 

“4, changes are inherently desirable. The planner who seeks to 

force men into a mold suitable for his purposes must regard 

; 4 himself as the ideal representative of mankind, Planning as a 

% #5 practical system requires no such regimentation, Nor indeed 

| * is it merely political expediency which warns against excessive 

uniformity. The system will be the more inclusive and stable 

the less uniform and narrow it is, and the more it offers special 
opportunities to the different types of living men. 
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Cuaprer XXII 


TYPES AND POTENTIALITIES OF 
ECONOMIC PLANNING’ 


Eduard Heimann 


Analytically viewed, economic planning is compounded 
of dynamic, equilibrating and socio-political elements, The 
first element points to the necessity of long-range plan- 
ning; the second makes it possible to envisage a scheme 
of regulation which coérdinates an existing diversified 
productive apparatus; the third calls for steady and stable 
government although it docs not dictate the form of 
government which must be adopted. The nice problem 
of according each element necessary scope is perforce a 
difficult one, but unless it can be solved theoretically, what 
hope is there for solving it in practice?—F, M. 


‘Eos elements derived from three different sources are 
f combined in any contemporary attempt at economic 
planning: a dynamic, an equilibrating, and a socio-political 
element. The mocles and relative weights of the clements in 
the combination constitute the different types of plans, It 
need not be stressed that this typology is tentative and will 
require a fuller elaboration against the background of varying 
actual situations which it secks to comprehend, 


I 

The first element is best understood by a consideration of 
ils oldest representatives, From of old there have been works 
necessary for the rise and functioning of civilization and yet 





1 Reprinted fiom Social Research, Vol. Ul, No. 2, by permission of the Graduate 
Faculty of Poliucal and Social Science of the New School for Social Research. 
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inaccessible to the initiative, skill and reach of individual crafts- 
men. We may regard as the prototype of such works the 
huge irrigation systems on the Nile and the Muphrates, in 
which the known history of mankind originated, For 
technical reasons both the building up and the operating of 
such enterprises require a long-range plan and presuppose an 
established power carrying out the plan and a stall of engi- 
neers and accountants in its service. ‘That is, they presuppose 
a centralized power which on its ‘part establishes the country 
as a unit, and ercates all the conditions of its evalution.” 
The less developed a country is, the more will it present 
opportunities for planning of this type. They usually require, 
or are at least greatly facilitated by, a central power to plan 
and carry out the work, no matter what the political founda- 
tion and spiritual implications of that power might be. The 
neutral (namely, technological) character of the type in ques- 
tion makes it available for any kind of political regime and 
makes it attractive to all powerful rulers. Theoretical writers 
on public cconomy are especially fond of this type of plan- 
ning, primarily because the operations involved! represent a 


2Di. Hans Staudinger suggests that the phenomenon cannot rdequately be cons 
ceived from the technologial site, ‘Ihe season that the state ng the representative 
af the community is alone capable af undertaking the wak fs in his opinion the 
incidence of cost on the one hand and returns on the other hand upon different 
units of production, and the impossibility of distributing the coat among the bene. 
ficiaries in proportion to their respective profits as derived from that central enters 
prise, ‘The principle as such is well known and has especially been made use of by 
Pigou, Economics of Welfare (and ed.), The Macmillan Company, London, 19aq) 
it is the emphasis laith upon hts significance that appears new and fundamental, Dr, 
Karl Brandt suggests that the comprehensive organization required for hydraulic and 
similar works need not nccessarily he che compulsory one of the burewuctatic state, ns 
Max Weber had inferred from his analysis of Egypt and Babylon, (Cf. “Agriege- 
schichte der Alteitums” in Gesammelte Aujsitxe ata Soniale und Wirtschaltsgex 
schichte, Mobr, ‘Tubgen, 1924.) A spontaneous coopetauve organization of the 
peasants would attain the same end and in fact this has often occurred in history, 
We may note the incompatibility between Dr. Biandt’s and Dr. Staudinger's argu- 
ments, inasmuch as the cooperative organization would presuppose stich a working 
plan for the distribution of costs and returns as appears impossible to Dy. Staudinger, 
At any rate, one cannot assert the identity of community and state in America, where 
history starts with the extreme individualism of the frontier. 
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dynamic clement which may develop or remodel the whole 
of the economic body. Its urue importance for the problems 
of our day can best be made clear in connection with the 
discussion of the second element in our analysis, At this 
point it suffices to note that the analysis applies not only to the 
ancient irrigation works of the Nile and the Euphrates, but 
equally to modern undertakings such as the Dnieprostroi pro- 
ject under the Five-Year Plan, the canalization of the Tiber 
in Italy, and the Tennessee Valley project under the New 
Deal. 

Tt will be obvious that such hydraulic enterprises do not 
offer the sole, although the most conspicuous, examples of 
planning capable of inaugurating a new phase in economic 
history. The economic character of those enterprises may be 
called dynamic, not in the usual scnse of the term as it 
appears in economic theory where it mcans any sudden change 
and progress, but in a sense of much wider scope and signifi- 
cance, denoting the setting of new and undreamed-of condi- 
lions and requiring at the same time an unusual amount of 
investment. Would not the establishing of railroads and power 
plants have been more efficient and less wasteful if they had 
from the outset been codrdinated into one unitarily planned 
geographical system?” : 

The distinction between this dynamic phenomenon and 
everyday economic activities cannot easily be indicated in em- 
pirical terms. Yet they can be defined theoretically. It is not 
essential and may not even be possible to calculate the con- 
tribution of these works in terms of market values. The 
market itself is affected by the relatively higher productivity 
of labor such as follows upon the introduction of such works. 
Indeed, it may well be that the market first came into existence 
as a result of some such powerful dynamic force, In such 





5 1c must, however, be nouced that railroads and power plants could be established 
rapidly only because they cid not have'to wait for a systematic organization, 
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case calculations would necessarily have been made in terms 
of technical and labor units. It would be difficult or im. 
possible to measure that force in normal terms of calculation, 
market values, if these are subject to a complete revolution 
as one effect of the force to be measured. The new epoch 
initiated in this way cannot be expressed in terms of the 


preceding epoch. 


IW 


Our second element we characterized above as equilibrat- 
ing; it may be claimed as economic in the proper sense. It 
.is this element which contains the core of what is generally 
termed planned economy and is regarded as more or less 
closely linked to a socialist structure of society, Jt is not 
primarily concerned with the development of epoch-making 
opportunities; on the contrary, it envisages the regulation of 
the diversified current production as it exists, 

Under the traditional system production is organized on 
lines of private capitalistic property and initiative, The 
theory applicable to this system asserts the naturally necessary 
interlocking of specialized individual activities ag an effect 
of the fluctuations of free prices. Practically complete mobility 
and flexibility of the economic units is required to adjust the 
structure of production to the changes of demand and to em- 
ploy all existing factors of production in varying combinations 
so as Lo secure a maximum output. The transition to a grow- 
ing rigidity of the technical apparatus is destructive of the 
conditions of automatic harmonization. On the one hand, 
the recent increase in durable goods, both consumers’ and 
producers’, is responsible for periodical fitful recessions of 
demand and corresponding idleness of the plants specialized 
to producing these goods, On the other hand, the rigid and 
unchangeable equipment of these plants not only prescribes 
the directions of production once for all, but also the maxi- 
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mum volume of labor employable in those plants, This ri- 
gidity becomes a more and more important factor as the capital 
requirements per job increase. This situation demands a long- 
range survey and regulation of the specialized activities of 
the several enterprises to secure their interlocking and 
maximum employment. 

The case is analogous with that of a rigid though much 
ramified technological unit as discussed above, We may say 
that in spite of, or on account of, the division of labor among 
many members, the whole of the productive body must be 
administered as a unity from a central point to secure the 
interlocking of the specialized activities. The productive body 
appears as a technological unit. In taking this viewpoint we 
must, however, not exaggerate the comparison. 

Big hydraulic and similar works push development ahead; 
regulation of current production has to smooth out and 
stabilize a system which is very unstable under individualistic 
management. Still more important in the light of the ex- 
periences which have given rise to the call for regulation: the 
equilibrating type of planning is needed to protect the economic 
system from shrinking in the process of unregulated dynamic 
reorganization, It needs to maintain in the manifold indus- 
tries severally such proportions as will permit an undisturbed 
circulation of the productive power. Consciously planned 
equilibrium in the movement is the more necessary the more 
violent and fitful the movement is, And yet this necessity is 
nol clearly understood. The need for economic unity is not 
so self-evident as the need for technological unity. The 
technological organization can be conceived only as a unity; 
an economic system will always continue to consist of many 
different items and apparently unconnected activitics. To 
equilibrate them within an economic unity is the nucleus of 
the idea of economic planning, This idea is far from pre- 
cluding the dynamic changes in production which we have 
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represented by our first element. Rather it presupposes them, 
inasmuch as a perfect state of rest would need no equilibrating 
arrangements, But this clement in planning must be 
distinguished clearly from all others; it is the vital clement. 

The relationship between the second and the third elements 
is analogous to the relationship between the first and the 
third. Social changes such as arc aimed at in connection with 
the attempts at planning are compatible with but not inherent 
in the stabilizing element. This clement, like the first element 
in our analysis, requires a central power capable of carrying 
through a much ramified and farsighted plan, This precludes 
any social organization without a stable and steady central 
power, but it allows for a choice between several forms of 
government which satisfy that formal postulate of power. 
As between these our principle is neutral, as the first element 
proved to be, It neither precludes nor necessitates a political 
change; it stabilizes cither the existing system or another one 
which might be substituted for it 

Three important examples of the cquilibrating scheme may 
be cited. The first involves the monetary side of economic 
expansion—for instance, the monetary consequences of an in- 
crease of the laboring population and of savings, If the money 
stream is kept constant in volume, nominal incomes will 
shrink and commodity prices will fall, to the exclusive henefit 
of the receivers of fixed incomes, and even for them only until 
the debtors break down, Stabilizing the price level, on the 
other hand, would involve an inflation of certain incomes 
and especially of profits with the ensuing dangers of over- 
capitalization if the expansion of the system happened to 
coincide with technical progress, Stabilizing the incomes (and 
the revolving fund of business money for the turnover between 
the successive stages of production) is then the course to be 
stecred by a moncy administration conscious of the problem, 
This course is deliberately chosen as a stabilization of prices 
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would be, in the sense of neither depending on the spon- 
taneous fluctuations of gold production nor keeping the money 
volume constant,' Second, the durability of goods such as 
apartments and automobiles naturally brings about a shrink. 
age or complete vanishing of demand after any fitful expan- 
sion, This expansion, however, under the conditions of a {rec 
market and free investments has produced a corresponding 
increase in production so that the recession means uncmploy- 
ment of labor and loss of capital. The principle (not the 
details) of the remedy is easily derived from the foregoing 
diagnosis." Third, the two tendencies constituting a dynamic 
economy, namely destruction of existing jobs by their 
mechanization and expansion by the emergence of additional 
jobs, are not automatically equilibrated. Mcchanization saves 
the wages formeily due the workers and supplics indeed the 
wage fund for the compensating expansion, but not the capital 
equipment requited beyond that wage fund. An even pro- 
portion between the investments of the mechanizing and the 
expansive types needs, therefore, to be provided for deliber- 
ately.’ All three instances may be conceived as particular 
cases of the general device of investment control; all three 
demand a deliberate distribution of investments in order to 
prevent disturbances and shrinkage. 

These considerations may appear somewhat academic. The 
problem of today is not one of maintaining equilibrium, but 
that of restoring it after the most far-reaching disturbance; 
employment needs not to be preserved, but to be created, The 
more or less generally recognized device of recovery policy 
is found in public works. These offer additional employment 





4TIans Neissei, “Monetary Expansion and the Suuctine of Production" in Soctal 
Research, Vol. 1, No. 4, November 1934s 

®John Mamice Clatk, Strategie Factors in Business Cycles. National Bureau of 
Ceononiic Research, New York, 1934. 

$Tduad Homann, “Planning and the Maket System," Chapter XXI of this 
volume. 
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on additional public investments and enhance the total pur- 
chasing power available as effective demand for regular pro- 
duction until this production brings about its own demand, 
The most striking examples are presented by the United States 
and Germany, both devoting billions of dollars to public 
expenditmies in their respective recovery programs, ‘The Ger- 
man case is particularly interesting because of the nature of 
the expenditure. The orthodox view, that this expenditure 
would only divert means from their normal uses, must he aban- 
doned in the presence of the wiclespread idleness of these 
means, At the bottom of the depression, armament, like any 
other additional expenditure, means additional employment 
and additional effective demand for the products of normal 
production, 

This deliberate creation of investments, of course, represents 
our first clement. It is its connection with the second element 
through which the cconomic significance of the first one be- 
comes clear, Though the increment to purchasing power is a 
sufficient theoretical justification for public works, a direetly 
productive end is practically indispensable, It is best afforded 
by such programs as enhance the, productivity of the total 
economic system and is therefore nearer at hand in backward 
countries, A country like Germany can bring forward only 
a project for highways, in contrast to the opportunities afforded 
to Russian development by the Dnieper River, and to Ameri 
can development by the Tennessee River. (It is true that Ger 
many found a somewhat parallel opportunity in her backward 
position with respect to armament.) The Russian and the 
American examples belong to two subdivisions of our equi 
librating clement of planning and show the possibility of 
substituting the dynamic clement for both the stabilizing 
economic element in Russia and the recovery clement in 
America, It has been pointed out elsewhere that the task of 
“economic planning is immensely facilitated by the combination 
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: with technological planning. In any emergency a country 

may avoid the extremes of unemployment by the inauguration 

of great hydraulic or similar works. ‘The somewhat precarious 

rule of even distzibution of investments as suggested above is 

then widely replaced by a much easier device. Whereas the 

genuine stabilization has to provide for additional jobs capable 

of absorbing the workers who have been driven out of their 

former jobs through mechanization, no new permanent jobs 

~ are now required, At the end of any building period it is 

necessary only to transfer the workers to a new building enter- 

prise, and so on in a sequence arranged in the form of an 

echelon, as long as the reserve of building potentialities is un- 

exhausted. No scrupulous calculation of an equilibrium is then 

necessary; it is not even possible. All this applics to Russia 

today and shows the unique advantage of her technical situa 

tion in respect to the problems of planning. For a systematic 

analysis the important point is the transformation of the 

dynamic type of planning into a public investment destined 

to restore a disturbed equilibrium, as in the United States, or 

to preserve an existing equilibrium and maximum of 
productive employment, as in Russia, 

‘The merger of the first and second clements clarifies once 
more their mutual neutrality and remoteness from the social 
viewpoint, What form of government operates them is 
decided not with a view of efficiency of planning but by the 
interplay of the various political tendencies. The original 
identily of the modern idea of planning with an integral 
“socialism is being left behind by the movement of history. 
The socialistic criticism of a spontancously acting market has 
been generally taken over by and adapted to various ideologies, 
The initial belicf in the identity of planning and socialism was 
based on the consideration that private investments could never 
be effectively controlled from without in a system of private 
property and that particularly the big corporations had plenty « 
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of opportunity to conceal the reinvestment of their profits, 
This argument, however, is limited to the financial side of 
investments and overlooks their technological side.” No matter 
how skilfully the initial money form of capital destined to 
mechanizé’ jobs is withheld Crom public cxaminatioh, in the 
overwhelming majority of cases ‘its final, technological form 
becomes visible and conspicuous to any technological scrutifty, 
A controlling board would therefore technicallysbe in a Dag 
tion to ascertain arly offense against its decfiois ‘as to the 
direction of labor-saving investments, ‘angl to impose’ sich 
restrictions as it found necessary. is . * 

What matters is the political composition and independence 
of the controlling board. Is it politically able to usc its 
technical power? No theoretic conclusion on this point is 
possible. Future experience alone can give a decisive answer, 
We may say that the supervision of labor conditions in the 
factories has been working very effectively in several countries 
where the government is dependent on or connected with the 
capitalistic stratum of society. The core of capitalism is, o 
course, affected less by labor protection than it would be by 
the control of investments, However, there seems to be no 
theoretic reason why rigid control imposed uport business by 
the business community itself should be impossible, provided 
they comprehend their common interest in preventing crises 
and undertake to perpetuate their own business system by 
sacrificing the dangerous spell of the boom. There is of course 
no ground, cither, for the assertion that only an equalitarian 
society can be planned. 

As to Fascism, the German example already appears to 
prove the workability of any controlling scheme under this 
regime, It is only through mistaking the sociological struc. 

re of Fascism for a disguised but unchanged capitalism that 





This apphies also to previons (German) writings of the present author, 
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socialist theory tries to maintain its claim to a monopoly in 
planning. Eyen if Fascism were nothing but a militant form 
of thenaced capitalism this monopolistic claim would prob- 
ably be without justification, as suggested by the foregoing 
consideration. Moreover the identification of Fascism, and 
capitalism proves only that sécialist theory is incapable of living 
up to the problems which: have arisen after its codification. 
e fact Fascigin is the emancipation of the petty bourgeoisie 
‘Of precapitaligtte origin and pattern from the adherence to 
capitalism as represented by big business. This conclusion is 
ot“ refuted by the financial and political support which 
Fascism enjoys from capitalism as against their mutual foe, 
labor, nor by the capitalistic attempts to recapture power 
‘under Fascism,-or at least to share in power. The specific 
issues between capital and Jabor are thrust aside (they avé not 
solved) and thé specific capitalistic values of progress in 
accumulation and rationalization are disputed and cut short. 
The representatives of German Fascism are by no means in 
‘sympathy with big business ideologics; they have inflicted 
personal humiliations upon many business leaders and they 
have recently restricted dividends; any surplus beyond six per 
gent (and ip some exceptional cases eight) must be invested 
in government loans. ‘This is the decisive point in our dis- 
cussion: the limitation and compulsory direction imposed upon 
private investments even though they remain private. Whether 
the Germans will succeed in this way is for many reasons far 
from certain, but not essential to our argument: in principle 
Fascism is politically independent enough to enforce a 
deliberate distribution of investments, ‘We may safely say 
that economic planning is a merely methodical principle and] 
politically neutral, 

The genuine battle fronts are thus restored at last after a 
desperate falsification. It is not planning that is the original 
program of socialism but, in the Marxian formulation, the self. 


- 
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realizatign, af man after his self-cstrangement, The concept 
of man in this program is professedly taken over from the 
humanistic philosophy. Liberty is the condition of any self 
realization, whatever specific forms of liberty and self- 
realization may be fidequate ‘to a supposed world of universal 
collective industrial work. Common property and planned 
management are the means to that end under industrial con- 
ditions; they are not ends in themselves, Since capitalistic 
organization of collective work resulted in the social and 
economic domination of the owner over the working man 
it is the collective organization of the collective work which is 
envisioned as the instrument of real liberty, Real, positive 
liberty naturally includes a reasonable degree of economic 
security, and accordingly the collective organization leads to a 
deliberate unilary management as the remedy of the crisis, 
Again: all this represents @ program of liberty under uniform 
industrial conditions such as were presupposed by the Marxian, 
theory of economic development. But socialism, in Germany 
as in Russia, forgot this tenet and turned to the belief thae 
it had to impose its conditional program where the condi- 
tions did not exist, as in individual farming. ‘Che program of 
economic sccurity through planning which had been one item, 
though a very important one, in the socialistic program of 
real industrial liberty was eventually substituted for liberty, 
And this very characteristically appeared not in political facts 
alone but even in ideology, where liberty was scorned as a 
hourgeois prejudice and socialism was identified with and thus 
reduced to planning, This seemed a tenable position politically 
so long as planning, the crucial requirement of any modern 
industrial system, was demanded only by socialists and ap- 
peared to be technically possible only under a socialist system. 
When, however, Fascism, too, proves to be fundamentally 
capable of providing security by stabilizing the economy, 
socialism is definitively deprived of the tick on which its 
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wiperiority appeared to depend. Issues of such fundamental 
character cannot be decided by dodges; the reduction of social- 
sm from a universal liberty program to an institutional trick 
s frustrated by history, with the consequence that socialism 
s thrown back on the comprehensive liberty program as its 
ruc claim to superiority. Whether this necessity will be 
verceived and obcyed remains, of course, to be seen," 


ut 


The third element of any system of planning is the socio- 
rolitical, It answers the question as to who shall set up and 
carry out the plan, whose political organization and ideas 
hall mold the future of the country. From the foregoing 
nalysis it must be clear that this political question is not by 
nere coincidence linked to the question of cconomic planning, 
mut an integral part of it, If economic planning, including: 
echnological planning, proved to be politically neutral, this 
loes not mean that it might in any individual country be 
reated separately from the political question. Some political 
rower or other is required by the mere concept of planning, 
nd a political clecision therefore necessarily enters the con- 
rele plan. More than that: planning necessarily enhances the 
cope of the power in control and is for this reason a political 
jective of the first order. Still more: among the three ele.) 
aents this third one is the only one to appeal directly to the 
nagination of the people. The other clements involve such 
uestions as the extent to which the money volume is to be 
nereased or the ratios by which the investments are to be dis- 
tibuted among the various categories. The less these problems 
re accessible to the ordinary man, the more all emphasis, 
tention and passion concentrate upon the political frame and 





8 Vor a fuller discussion of this socialistic liberty progiam, whose institutions, of 
wurse, include planning, ef, Eduard Tieimann, “Socialism and Democracy," Chapter 
xIp (vii) of this volume, 
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bestow the political character upon everything that is found 
within that frame, so much so that the Russian worker points 
at his machine and says with pride, “Chis is communism.” ° 

This close relationship of the economic and the political 
sides of planning is even more deeply rooted than in the logical 
prerequisites of a plan. The crisis which gives rise lo the idea 
of planning is neither in its essence, nor in the minds of 
men limited to the economic field; it is experienced as a general 
disintegration of socicty, as a menace Lo physical existence in 
so far as this depends on the coherence of society.” The crisis 
cannot fail to produce a universal necd for fundamental recon- 
struction of the whole framework of society and production, 
If it is an individualistic, harmonistic and progressive organiza. 
tion which is thus frustrated, it is but natural that the old con- 
servative and theological idea of the state should gain ground 
again: the state is the guarantor of social coherence and main- 
tains it with armed force if need be, A state thus capable of 
wielding force can, however, be realized only by rebuilding 
all traditional political concepts of the liberal era, Of course, 
this docs not mean the repeal of all liberties: how far they 
may be preserved, how far they may even be utilized by the 
plan, are questions of political constructive art, Anyway, 
planning not only technically requires a strong state, but poli- 
tical reconstruction and economic reconstruction arise from 
the same fundamental need for security from disintegration. 

Yet we would not include socio-political reconstruction in 
our survey on the ingredients of planning if this element were 
only parallel to planning, arising from the same source. In 
fact the socio-political framework has the most direct and far. 
reaching bearing upon the actual contents and objectives of the 
plan, It is the political struggle for the maintenance or for 





9 Reported by Dr. Emil Lederer, 
10 Cf, Pat 1 of Paul Tilch’s arucle, “Lhe ‘Fotaluarion State and the Claims of the 
Church" in Social Research, Val. 1, No, 4, November 1934. 
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more or less fundamental change of property rights which 
determines the future distribution of incomes and through it 
the future directions of demand. If this is important enough 
we have still to add such demand as is represented by the 
public bodies themselves and is forthcoming in public invest- 
ments. For example the weight and volume granted to slum 
cleating in an investment plan will certainly vary with the 
social systems setting up the plan. A tiue democracy will 
regard this as a primary necd, a business regime will be in- 
clined to minimize this production of consumers’ goods and 
to devote the means to a more efficient equipment of produc- 
tion itself, Yet this applies to Russia, too, for military reasons. 
The formal categories of dynamic and equilibrating clements 
in the plan are combined with human, social, political 
objectives and ideas by the political clement of the plan, 


Iv 


So far we again move only within the realm of mere con- 
cepts, Yel we cannot, as in the case of the former two ele. 
ments, aim at a strict definition and classification of the 
political ingredients of the various attempts at systematic 
reconstruction. The reasons are obvious. We must content 
ourselves with some unsystematic remarks, the purpose of 
which will be to illustrate the conerete individual attempts at 
planning in some countries. 

‘The transformation of an individualistic society into a func- 
tional society either on an equalitarian or an unequalitarian 
foundation appears to suggest itself, Man is not an atom, 
according to that classical phrase of the French Revolutionary 
Constitution: there is only the state and the individuals. Life 
and society are articulated, and it is therefore not as a plain 
citizen, but as a member of his occupational group, that man 
should contribute to the decisions of the community out of his 
concrete reality, This conclusion is suggested not only by 
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analysis but as the real outcome of natural evolution in any 
individualistic society itself: the spontaneous organization of 
socicty in cartels, unions and the like 1uns counter to the 
doctrines of orthodox individualism and of class atomism, and 
appears to offer the elements of reconstruction. 

This, if any, is with some qualifications the guiding prin 
ciple in Italy. In the heroic era of syndicalism the functional 
reorganization seemed to entail the destruction of class divi- 
sion, whereas it is now supplemented by a formally Hegelian 
‘doctrine of the dynamic conflict of the two classes and their 
fruitful synthesis by the state as the completion of all logic. 
This at any rate makes it clear that the capitalistic class clivi- 
sion is now practically accepted and confirmed by this state, 
Even so, however, the functional ideology and the dictatorial 
practice are apparently incompatible. They represent two 
logical and historical extremes. ‘The antique stale, the origin 
of which was indicated above, and the modern state are essen- 
tially centralized, if not necessarily totalitarian; they are char- 
acterized by a central power in civil service, army, and 
administration of law and police, It is the decay and clis- 
integration of the antique state which results in the decen- 
tralization of all political power characteristic of the middle 
ages. This period in history was characterized by numerous 
petty kingdoms, feudal estates represented by their knights, 
cities with their guilds, monasteries, universities and many 
other more or less self-governing corporations in juxtaposition 
and in loose contact and coéperation only for mutual purposes. 
This organization may very well be called organic as growing 
from below, from the small units, but then it becomes at once 
clear that the state is inorganic, rational, logical, because it 
derives all activities from a central instruction. ‘The historical 
disintegration of states resulted in a loose aggregation of cor- 
porations; the reintegration {rom the Renaissance on, proceeds 
at the expense of the corporations, This does not preclude the 
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usc of the former corporations as administrative units und: 
the central power, but it reverses their significance ar 
reconstitutes their structure. 

And this is exactly the case in Italy. After eight years of 
corporative constitution had produced a huge literature on 
but no corporations, the twenty-Lwo corporations founded i 
1034 wele at once placed unde: the presidency of Mussoli: 
who nominates his own substitutes in these twenty-two offic 
and appoints the members of the corporations. This is tl 
contrary of the corporative state. It is a very rigid integratia 
of central power with the conservative idcology of authorit 
derived from antique and medieval myths of Rome and 
uses this concentrated rational power to impose many a pri 
gressive mcasuze in rationalization and productivity upon tl 
irrational and backward country. This is not unlike the wor 
of the so-called enlightened absolutism two and three hu 
dred years ago in the more developed countries, This poin 
toward our first clement: there is not much other planning i 
Italy. It remains to be seen whether it can afford to renounc 
a genuine planning of the second clement under moder 
industrial conditions which it is increasingly adopting, 

In respect to the corporations the situation in Germany 
very similar. The fairly weak attempts at a state composed ¢ 
estates make of these estates administrative units aimed at war 
economy, for instance the political management of foreign 
exchange. The same idea had already prevailed in the attempts 
at a planned economy after the war connected with the names 
of Wissell and Moellendorff. It was an occupationally 
organized war economy in so far as its condition was seclusion 
from the world through inflation. 

It is the war economy as such which: must for various reasons 
aliracl modern dictatorship. Warlike conditions always tend 
toward a dictatorship, even if a conditional and temporary one, 
Given a dictatorship, it will therefore strive to facilitate ils 
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task by producing such conditions as will permit the most 
effective climination of any friction, Whatever the dictator's 
foreign policy, a war economy will suggest itself to him for 
domestic purposes. With modern war technique the war 
economy demands a concentration of all energies and activities, 
and it does not touch the fundamental issues, How the Ger- 
man recovery policy was successfully fitted in with the war 
economy was mentioned before. This viewpoint has to be 
extended to the program of highways, which is the repre- 
sentative of our first clement in Germany. Even apart from 
the economic field, the application of military rules certainly 
offers the most convenient, if not the definitive solution of the 
problem of what to do with the huge masses unchained by 
modern. capitalism, not only in the totalitarian states but 
within the political parties that aim at this form of state. War 
economy is the specific economic form of modern dictator 
ship and merges the three clements of planning. In. this 
respect again Russia docs not greatly differ fram the two 
Fascist countries,’* 

There is certainly a strong tendency in German Fascism to 
substitute the tasks of a war economy for the fundamental 
problems of capitalism and to deprive the Jatter of their 
definiteness and clearness of outline, It would be premature 
to say whether and to what extent and how long it will suc- 
ceed in this. A certain socialist tendency is indeed inherent 
in the type of war economy we are describing, if we use the 
word socialism merely as a formal concept, denoting the 
absence or restriction of private power and the subjection of 
economic decisions to political control. This formal use of the 
word socialism, as opposed to individualism, and private initia- 
tive but without bearing on the social stratification problem, 
is very old in one of the subsidiary streams of German litera- 





12 The iden that war economy is a special form of planned economy was suggested 
to the writer by Dy, Fritz Lehmann; it is, of course, amply discussed by Spencer. 
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ture, It came into the foreground immediately after the war 
and the democratic revolution in Spengler’s book on Prassian- 
ism and Socialism, and has now become victorious in National 
Socialism. It is evidently wrong to call this use of the word 
a mere deception designed to disguise the intended protection 
of capitalism, For Italian Fascism this characterization would 
hold good to a certain extent because the pioneering and pro- 
gressive character of capitalism may still have a mission in an 
undeveloped country. For German National Socialism the 
charge of deception is not valid, because, as we indicated 
above, there is no sympathy between the group in power and 
the business world, which is in fact living in constant fear, 
Moreover a certain approximation to a socialistic program of 
equalizing incomes may be derived from the economic posi- 
tion and interest of the emancipated lower middle class. If 
this class defend the capitalistic hierarchy in order to maintain 
their,own position above the workers, it is not to their interest 
to permit an unlimited accumulation of capitalistic income, 
wealth and power, The more they come to regard themselves 
as the real representatives of the nation, the more they will 
tend to equalize or smooth off the peaks of income. This 
explains why the bulk of the workers are relatively indifferent 
to this regime which, if not friendly to themselves, is gratily- 
ing to them in so far as il treats their enemies much more 
ruthlessly than they had expected. They had been taught 
that the only possible alternative to a proletarian socialism is 
an intensified bourgeois capitalism, and this two-class doctrine 
has been visibly refuted by their experience. It is this cmanci- 
pation of National Socialism from the bourgeoisie which 
brings it also within reach of the specific stabilization methods 
as discussed above. 

Beyond this the fundamental issues of capitalism are far 
from dead in Germany. On the one hand there is obviously 
a marked leaning of the official German policy toward 
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capitalism, as expressed in Hitler’s own speeches, where 
capitalism is praised as the natural organization of production, 
though the significance of the word vatural in this modern 
dynamic irrationalism is diametrically contrary lo its use in 
the harmony theory of humanistic liberalism, On the other 
hand there is a strong socialist wing formed mainly by students 
and workers, and it would again be premature to evaluate their 
chances. It must be said, however, that socialism which arises 
(rom Fascism is fundamentally different fram. classical so- 
cialism. Fascist socialism imagines the socialization of produc. 
tion as analogous to the socialization of the military company, 
which had originally been ‘a private enterprise of the captain as 
the factory is the evtreprenem’s private enterprise, We need 
nol repeat that classical socialism is thoroughly humanistic in 
its origin and aim, that it envisions the self-realization after the 
self-estangement of the living personality within the living 
community of work, In the presence of the superficial re- 
semblances the fundamental spiritual issues must all the more 
be emphasized: the anti-humanitarian impetus of vitality 
versus the spiritual shaping of life, 

Russia remains half at Jeast within this latter tradition in 
so far as the workers are concerned. In the violent suppres. 
sion of the tendencies inherent in the farmer's life there is, 
of course, no trace of humanistic self-realization surviving, 
Strict uniformity of the people is the goal of this dictatorship 
as of the others, That this is a breach of the socialist creed 
and became possible under unique conditions in Russia with 
necessarily disastrous consequences for labor abroad has been 
demonstrated elsewhere,” This proletarian uniformity sup- 
plies the political element in Russian planning, the economic 
chatacter of which, again, has been described in a previous 
chapter.® In terms of our present analysis the incessant ap- 





43 Eduad Hamann, “Sogulism and Demouacy," foc. eas 
49 Yduard Ucimann, “Planing and the Market System,” loc, cit. 
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plication of the dynamic element in an uninterrupted succes- 
sion of constructional works fills out the Russian plan and 
allows the equilibrating element to be dispensed with for the 
lime being. The unique character of this economic system 
may be expressed by the analogy of a body in steady move- 
ment: the faster the movement, the easier the equilibrium; 
but the speed is bound to diminish as the modern standaid 
of productivity and equipment comes to be approximated, with 
the closing of the epoch of mere imitation and emulation. 

Within the industrial realm the humanistic heritage of 
Russian socialism is not ineffective. A scrious and original 
attempt at a real functional democracy was made in the cstab- 
lishment and execution of the Five-Year Plan, an attempt to 
break through the dictatorial power of the bureaucracy which 
seems otherwise to increase with the comprehensiveness of the 
plan. It is true that the central board drafts the plan, but the 
plan is then passed on to the lower stages of the productive 
hierarchy, to the factory and the workshop with a challenge 
to participate in shaping the plan by criticism and amend- 
ment; after that it is returned to the central board for final 
decisions. It would be interesting to know how far the 
original draft is modified along the lines of the criticism ex- 
pressed by the lower ranks. It would at any rate be unfair to 
impute nothing but an insincere propaganda purpose to the 
whole institution. To aim at a real functional democracy is 
distinctly in harmony with the whole tradition of socialism; 
it is sought here through the gradual training of the whole 
populace by the burcaucracy, An attractive and, in the true 
sense, democratic idea is thus gradually gaining life, an idea 
derived from and contributing to the political framework of 
planning in Russia, 


Crarrin XXUI 
‘ 
THE TOTALITARIAN STATI 
Arthur Feiler 


The changes that have occurred since the World War 
in the political, social and economic stiueture of Russia, 
Germany and Italy have precipitated endless discussion, 
There has been much conjuring with words, ‘The terms 
Bolshevism, Communism and Fascism are difficult. to 
define, not least in their relation to the Totalitarian State, 
Bolshevism is the concept associated with a particular 
development of the Marxist doctrine, crystallized during 
the first quarter of the twentieth century by a group of 
Russian tevolutionists, particularly by Lenin, ‘This doc 
trine postulated that the seizure of power by the proletariat 
need not be postponed until all the objective conditions are 
propitious for the introduction of socialism. Power should 
be established through an armed insurrection organized 
at the most opportune moment by a strongly disciplined 
and centrally directed group. Historically, Bolshevism was 
molded by two distinct forces: the special econumic and 
political developments in pre-revolutionary Russia, and the 
important changes in the capitalistic organization of mare 
advanced countries. 

Communism may be defined as Russian Bolshevism re- 
interpreted in terms of the Russian culture complex of the 
twentieth century. Although there is a kinship between 
the methods of Fascism and Communism there is a funda- 
mental difference in the basic goals underlying the policies 
of these two movements, The former emphasizes the 





1Sce intioductory note, Chapter XXIV, section jy. 
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nation * as the means of glorifying a concept; the fatter 
stresses the proletariat as the substance of a new socicty. 
The operation of Fascism has come tw he associated with 
the corporative state, which consists of individuals grouped 
functionally according to their relations to the state, ‘The 
Fascist totalitarianism contemplates “nothing outside or 
above the state, nothing against the state, everything within 
the state, everything for the state.”" Yet totalitarianism 

~ might equally well be associated with Bolshevist Russia 
or Nazi Germany as with Fascist Italy, although the strict 
Marxist would probably qualify this idealization of the 
“state” as being only of a temporary nature, and would 
insist with Lenin, that the future will witness the “wither- 
ing away of the state.” Yet, between Iascism and Com- 
munism there is a spiritual affinity, epitomized in the 
“church” form of organization, in new creeds and dogmas 
atlempling to replace the established theology of other 
agencies. —F, M. 


“But let me tell Thee that now, to-day, people are more persuaded 
than ever that they have perfect freedom yet they have brought their 
freedom to us and laid it humbly at our feet. 

“T cell Thee that man is tormented by no greater anxiety than to 
find some one quickly to whom he can hand over that gift of free- 
dom with which the ill-fated creature is born. 

“No science will give them bread so long as they remain Cree. In 
the end they will lay their freedom at our feet, and say to us, ‘Make 
us your slaves but feed us,’ 

“"V'oo, too well will they know the value of complete submission, 
And until men know that, they will be unhappy. 

“And men rejoiced that they were again led like sheep, and that 
the terrible gift that had brought them such suffering, was, at last, 
lifted from their hearts. 

“Yes, we shall set them to work, but in their leisure hours we shall 
make their life like a child’s game, with children’s songs and inno- 
cent dance.”—Feodor Dostoevsky, The Brothers Karamazov 





8 $Sce Michael 'T. Florinsky, Fasersm and National Socialism. "The Macmillan Come 
pany, New Yoik, 1936, 

8M, Luigi Sungo, “The ‘Totalitaian State," in Socigl Research, Many 1936, pp. 
222435, 
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mE LONGER the post-War dictatorships last, the more 
Ail the similarity between Bolshevism and Fascism in their 
methods of government becomes evident and significant. 

Of course this is the relation berween two opposite poles, 
between two hostile brothers, ‘There remains—at least for the 
time being, for the eventual social outcome of Fascism is not 
yet to be foreseen—the fundamental difference in their social 
economic systems, and because of this difference the absolute 
antagonism in their social realities as well as in their escha- 
tologies. Bolshevism has destroyed private capitalism; Fascism 
wishes to save it, In Fascist states private ownership of the 
means of production continues to be the predominant form 
of industry, agriculture and trade—~protected, supported and 
often subsidized. In the Sovict Union, on the other hand, 
this private ownership has vanished from the scene. For it 
is substituted common ownership of the means of production; 
the capitalist relation between private entreprenenrs and hired 
labor is entirely ended by the abolition of the private entre 
prenenr as such. It goes without saying that this difference in 
the ownership of property, this contrast in the socio-economic 
systems is fundamental. In practice ic may be modified by a 
ruling bureaucracy in the Soviet Union or by all kinds of state 
interference, by state organization and state regulation in 
Fascist states, Nevertheless, by the very contrast in their social 
systems and in their social goals the whole character of 
Bolshevism on the one hand and of Fascism on the other is 
determined, ‘The goal of Bolshevism is communism. What 
about Fascism? “Our Myth is the nation, our belief is the 
magnitude of the nation,” exclaims Mussolini, exalting by such 
words the Fascist ideal of an all-pervading nationalism, 

But while this fundamental contrast between Bolshevism and 
Fascism must be emphasized from thé beginning, there is on 
the other hand the decisive affinity between the two types of 
modern dictatorship that must be recognized with the same 
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distinctness, This affinity is to be found in a negation that 
is common to both: Fascism and Bolshevism deny and destroy 
freedom. They do so by applying the same form of govern- 
ment: dictatorship; by exercising this dictatorship in the same 
twofold manner of domination; persuasion and coercion; and 
by having for this domination the same kind of framework: 
the one-party state. It is this concept of the one-party state that 
provides the clue to a deeper understanding not only of the 
character of these modern dictatorships, but also of their suc- 
cess, This concept—“that the leader in the state, the leader 
within the system of the dictatorship of the proletariat is a 
single party, the party of the proletariat, the party of the com- 
munists, which does not and cannot share that leadership with 
other parties” “was deduced from Marx. It was taught and 
introduced by Lenin. It was strengthened by Stalin, And it is 
now imitated by Mussolini and Hitler with the greatest pos- 
sible accuracy and with even exactly the same argumentation— 
in spite of all the deep hostility between Bolshevism and 
Fascism. The loss of freedom in the Sovict Union and in 
Italy and Germany as well, is the result, 

Here again the basic difference is not to be overlooked, 
In Fascism this denial of freedom, this abolition of the in. 
violable rights of the individual is inherent. Fascism has as 
its foundation the disavowal of the sovereignty of the people; 
in its place it establishes the superiority of the state over the 
people. To this concept the basic ideology of Bolshevism is 
totally opposed. Bolshevism never ceases to emphasize that 
its final aim is the realization of socialism, which, it is ex- 
plained, affords the fullest realization of freedom, the, brotherly 
society of mankind, where restraint and suppression may no 
longer prevail, where the state eventually withers away. “Man 
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is not the manure of history, as Fascism proclaims... Man 
is the creator of socialism, the creator of a new social system 
.. Socialism exists for him; he himself is the great goal 
of socialism.” " However, Bolshevism stresses again and again 
that in its performance up to now this goal has not heen 
achieved; that for the time being it regards itself only as the 
path to this genuine socialism. And the longer the Bolshevist 
experiment continues, the more this path to a really free 
socicty seems interminable, and likewise interminable seems 
the Bolshevist dictatorship. The prominent communist, who, 
for the question as to how long the dictatorship would last, 
had only the simple reply, “Forever,” " undoubtedly expressed 
the prevailing opinion, And he certainly was in accordance 
with the Leninist theory, that the dictatorship of the prole- 
tariat in the Soviet Union is indispensable, net only until the 
definite climination of all capitalistic remnants in the condi. 
tions of the country and in the memory of the people, but 
also as Jong as the communist revolution has been victorious 
in only one country and is to he defended against “a capitalist 
encirclement.” 

One objection, however, must be met from the outset: the 
objection, again common to all our modern dictatorships, 
that just by establishing their dictatorial governments they 
have opened the way for an authentic living democracy, 

“The soviets are the higher form of democracy, more than 
that, they are the beginning of the socialist form of demo- 
cracy,” said Lenin in x9r8. And there is, in a kind of relation- 
ship to this concept, the Italian corporative state which was 
so highly lauded, as Gactano Salvemini' described, by many 
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writers at a time when it did not yet exist at all, and which 
even now, since the inauguration of the corporations in No- 
vember 1934, exists much more on paper than in reality. 
There is, behind these ideas of the soviels and of the corpora- 
tive state, the assertion that our modern dictatorships, (and this 
time their Fascist even more than their communist variety) 
are developing new forms of vocational, of functional repre- 
sentation, giving to the individual a much more vivid, much 
more direct participation in the affairs of the state and the 
nation, a much better means of self-expression, of initiative 
and activity than the so-called formal democracy. In reality 
this is not so, Political democracy certainly can be supple- 
mented and amplified by cconomic democracy. And what 
can be done in this direction was shown at its best—in its 
possibilities and in its limitations—by the German Republic, 
It gave to the functional organizations and representations of 
the different trades, employers and employecs as well, the 
opportunities of such a sclf-activity and self-expression in the 
different stages of industry, beginning with the shop-councils 
in the single plants and culminating in the German Economic 
Council as an economic advisory body for the government 
and for the parliament. Its attempts toward this end have 
only been debased by its National-Socialist successor just as by 
his Italian model. The whole development of the trade unions, 
for example (as far as one means by them free representations 
of the employees acting freely according to their own opinions 
and aims), was not completed but destroyed by our modern 
dictatorships. This is true for Fascism as for Bolshevism, and 
it is true in the same way for all other socio-economic organi- 
zations there. “In the Soviet Union not a single important 
political or organizational question is decided by our sovicts 
and other mass organizations without directions from the 
party,” says Stalin. And Mussolini: “The Fascist unions form 
a great mass completely under the control of Fascism and the 
government, a mass that obeys.” All these organizations and 
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representations in the dictatorships are “instruments of the 
regime,” tontrolled, regimented, led, and used by it. Im- 
portant as the various insttuments of industrial democracy 
are, especially in the Soviet Union, they cannot conceal the 
fact that all essential decisions are not in the hands of those 
organizations themselves but that they are made beforchand 
by the ruling body of the small dictatorial party, which imposes 
them upon the people—by persuasion and coercion, It cannot 
be otherwise in a dictatorial state, It is only one more instance 
of what distinguishes such a one-party state {rom a democracy. 

Evidently the same is to be said about the alleged “improved 
democracy” of the dictatorships in the purely political field, 
“Prom the first day of my stiuggle in Germany,” said Adolf 
Hitler in an electoral specch of March, 1936, “I have fought 
for the confidence and the consent of the German people, I 
have not abolished democracy, but I simplified it by no 
fessing the competence of the 47 parties but by professit 
competence of the German people itself, This is the § 
of my force and this alone gives to my governmenf 
strength necessary for mastering its task.” In the terminology 
of Max Weber this would be called Plebiscitarian Democracy 
if it were truly democracy—while as a matter of fact it is only 
another expression for the dictatorial method of persuasion 
and simply omits mentioning the second method which cer- 
tainly is equally important, the naked coercion. Is the situa- 
tion truly different for the “Sovict Icmocracy,” Lenin’s 
famous slogan, which is now repeated over and over again 
in communist specches, particularly since “the historical 
decision of the Seventh Congress of Sovicts (935) to intro- 
duce im our country equal suffrage and direct and secret bal- 
low? ® This decision, maintains Manuilski, “is not only a 
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gical contribution to the theory of the dictatorship of the 
proletariat, but also 4 powerful weapon that the Communist 
Parties in the capitalist countries may wield in their struggle 
against Fascism. At the present time, it is not sufficient to 
contrast the proletarian dictatorship with the bourgeois dic- 
tatorship in its fascist and bourgeois-democratic forms. Today, 
the communists must come out as the sole champions of 
genuine people’s democracy, of socialist democracy, guaranteed 
by equal suffrage and direct and sceret ballot under the con- 
ditions of socialism and the dictatorship of the proletariat.” 
And similarly sounded the editorial comment of the “Pravda,” 
the leading Moscow organ of the Communist Party, on Feb- 
ruary 3, 1935: “The capitalists began with bourgegis democracy 
and are ending with Fascism, this most abhorrent, murderous 
form of the dictatorship of the dying, exploiting class. . . 
But we, the rising country of the new order of socicty, we, the 
young working people, heroic, talented men, the people who 
are only now beginning to live—we are ascending the historic 
ladder and are further developing our Sovict democracy . . . 
Bourgeois democracy cannot even be compared with Soviet 
democracy. There a small group of capitalists and landlords 
rule, In the U.S.S.R. power is in the hands of the working 
people. Fascism destroys the last remnants of bourgeois Lree- 
dom and brutally attacks the rights of the workers, In the 
Soviet Union, on the contrary, on the basis of the victory 
of Socialism, Soviet democracy is expanding cnergetically and 
does not stop half-way. There are the two historical lines of 
development of two classes.” ° 

In the meantime, the reality behind these exclamations was 
cleared up by the publication of the draft of the new Constitu- 
tion of the Union of Soviet Socialist Republics which was 
laid before the All-Union Congress of Sovicts in November, 
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1936. Again this document is highly impressive in ils socia 
aspects, in what it says about the citizgn? right to work, t 
rest, to material security, to cducation. "And in its political 
parts, too, it realizes Molotow’s announcement of equal, direct 
and secret suilrage, thus “taking all that is best in the develop. 
ment of modern states and boldly putting it into effect in the 
interests of the toilers and against the exploiters, in the in- 
terests of the constuction of socialism.” “' But, on the other 
hand, it makes absolutely clear what actually could not be 
expected otherwise: that there remains the dictatorship of the 
proletariat—in that country where after the destruction of all 
other social classes there exists only the proletariat, where 
by the enforced collectivization of the peasants even the rural 
population was transformed into proletarian workers in the 
agricultural factorics. Even under the new constitution there 
remains this dictatorship of the proletariat in the Soviet Union, 
which was from the Rolshevist revolution on and will long 
be simply dictatorship over the vast majority of the proletariat, 
exercised through persuasion and cocrcion by a small minority 
—the ruling communist party in the one-party Soviet state, 
While the clectoral rights are expanded, they are again de- 
preciated at the same time by the stipulation (Article 141) 
that the right to put forward candidates is granted only to 
those social organizations that are actually led and controlled! 
by the Communist Party. This Communist Party, according 
to article 126, retains exactly its dominant role as “the van- 
guard of the toilers in their struggle for strengthening and 
developing the Socialist system,” as representing “the leading 
nucleus of all organizations of the toilers, both public and 
State.” I€ is hardly necessary to refer to Hitler's several so- 
called elections, in order to show to what an extent the 
dominant party in a one-party state is indeed able to “simplify” 
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democracy. Now very soon all the great dictatorships will 
have the democratic {raachise, since it survives as an inheri- 
tance from democraty also in Germany and Italy, at least in 
the wordings of their constitutions, But as a matter of fact 
this could not and will not preserve freedom and democracy, 
which cannot exist in the dictatorship of one-party states. 

On the contrary, the basis of all democracy is [ree organiza- 
tion of divergent political opinions. These divergent political 
opinions must enjoy equal rights—what unites them is the 
common aim of codperating in the common state that belongs 
equally to every citizen. Such divergent political opinions 
need nol necessatily seek expression in the form of political 
partics. Apart from the political partics there may be special 
leagues, associations, unions, societics, clubs, and so forth, 
for propagandizing their objectives, However, even in such 
cases it is the aim of these special organizations to impress the 
political parties with their special problems, thereby inducing 
them to acknowledge these aims as an essential part of the 
legislative program. The final comprehensive organizations 
of diverging political opinions in democracy are the different 
political parties, How perfectly the existing parties in a par- 
ticular democratic country really fulfill their task of represent- 
ing the different political opinions, the extent and the speed 
with which they are able to adapt themselves to new political 
ideas and aims as well as to new social tasks that develop 
among the population, how far they ate diverted from the 
true wants of their constituencies by powerful special influences 
exercised upon them by money interests for example: all these 
and a great number of other criticisms against existing parties 
here and there may be only suggested. Emphaéizing the 
necessity of diverse political parties for democracies does not 
mean culogizing any particular party system in any particular 
country, The fundamental issue here is one of principle. The 
existence of diverse political parties allows the citizen freedom 
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to exercise his political will selectively, not only in voting, but 
also in the winning of new adherents to his ideas; it gives to 
the minority-party of today the hope of becoming the majority 
party of tomorrow. Thus it is the expression of a tacitly 
understood Confrat Social, It includes the acknowledgment 
that there are different political opinions among the citizen. 
ship of one country, possibly strongly opposed to one another 
but willing to fight by reason and not by force, by arguments 
and not by arms, by persuasion and not by suppression. 

The one-party state negates entirely within its boundaries 
the existence and the coexistence of diverse political opinions, 
by law and by all forms of intimidation, terror, and force. 
There shall be only one party, the ruling partys and there 
shall be only one political opinion, the “general line” of this 
ruling party. Consequently in the Bolshevist as well as in 
the Fascist states all other partics are dissolved. ‘The same is 
true for all kinds of political organizations, societies, and 
groups. Every attempt at the reformation of dissolved parties 
or organizations or of substitutes for them is threatened with 
severe punishment, Consequently freedom of thinking, free. 
dom of speech, freedom of teaching, freedom of the press, 
freedom of assembly are abolished.” Liveryone is persecuted 
who disseminates in any way the doetrines, the programs or 





42 Seemingly, article 125 of the draft of the new constitution af the USSR. 
guarantees the citizens ficedom of speech, freedum of the press, freedom of assembly 
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(Section a, Article 5, Nos, 14 and 15), The reality is to be found by comparing 
those wordings of Lenin's famous constitution with the since prevailing complete 
absence of those libettics, 
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the methods of action of the dissolved parties or organiza- 
uons.”* The one-party state docs not tolerate any multiplicity 
of convictions, directions and aims. What is to be said and 
to be printed publicly, what is to be taught in the schools and 
universities, how children are to be educated, what shall be 
the future of the nation and the state and their réle in the 
further development of mankind—all this is decided upon, 
ordered by the ruling party. It is the function of this dicta- 
torial party lo enforce one single opinion. The opponent is 
denied even the least common basis of discussion. Conse- 
quently, in the one party itself, deviations, differentiations, and 
particularly the formation of separate groups are by all means 
prevented, As a matter of fact, these means (which include 
removal from all posts, imprisonment, exile or even death) 
are not always wholly successful, The one Communist Party 
in the Soviet Union consisted at Icast for some time of three 
parties: the dominant Center, the Left Opposition, and the 
Right Deviation; and a very similar situation was to be found 
from time to time in German National-Socialism and Italian 
Fascism. As a matter of fact, the same situation occurs fre- 
quently in two- or three-party states, where the necessity or 
the tradition of having only these established major parties 
does not give sufficient opportunity for the expression of dis- 
senting opinions. When circumstances render it impossible 
to form new parties as such, then the solution is found in the 
formation of special wings, either right or left, within the 
established major partics. Such a disintegration may some- 
times be so effegtive that a major party may at the end seem 
to consist of these wings alone, the conflict among which may 
be more violent even than among the analogous wings of the 
different parties. In democratic states, however, the powerful 
partics must tolerate these wings in order to prevent the 
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separations that would otherwise ensucs while in dictatorial 
states the one party is able to maintain the predominance of 
the ruling center, excluding the heretics by permanent 
“purges.” Discussions among those holding divergent opin- 
ions are tolerated only until the deciding body of the dicta- 
torial party arrives at a decision. After that—Roma loctta, 
causa finita—cvery word of criticism is regarded as treason 
and can result only in expulsion or humble submission, So 
it is to be understood that Italian Fascism likes to call itself 
an “anti-party,” in order to stress its difference [rom the parties 
in a democracy. Of course this cannot mean the prevalence 
of a nonpartisan, neutral point of view. On the contrary, the 
difference between the Fascist and the parliamentary state con- 
sists in the incomparably stronger partisan constraint of the 
Fascist dictatorship." But the role of the party in the one- 
party state of modern dictatorships is quite different in these 
dictatorial states from that in democracy, What dominates 
there is a “creedocracy.” These modern dictatorships indeed are 
“churches”—using the methods of organization and of power 
that they acquired from the religious bodies, attempting to 
supplant the old churches and the old beliefs by their new 
credos. Antagonistic as their eredos are, they fight for them 
with all the fervor and all the fanaticism of a militant church, 
and by these means they tend to attain a power stronger even 
than that which the Catholic Church possessed through its 
claims to the monopoly of all means of grace. 

“The Fascist party” (in such words runs the incessant ser 
mon in Italy) “claims to be the representation of the Italian 
people, the organ of the political unity of the nation.” ‘The 
same is to be heard when the Communist Party in the Soviet 
Union calls itself “keeper of the conscience of the proletariat,” 
when it never tires of calling its state a workers’ and peasants’ 
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state, a proletarian state—but adding in the same breath “the 
proletarian clictatorship in the hands of our patty,” “the pro- 
letariat led by the Leninist party,” and more and more ex- 
pressively also glorifying “the leader and pride of the working 
class and of the patty of Lenin, Comrade Stalin. . . Under 
the leadership of the glorious Communist party and of Com- 
rade Stalin, the personification of what is best in the world 
labor movement, our great country is marching on.” Indeed, 
in this respect there is no difference between Fascism and 
Bolshevism, not only in the reverence for the dictatorial party 
but also in the worship of its personal head, whether he be 
called “Comrade” or “Duce” or “Fithrer.” 

Only one creed is allowed in these dictatorships, and sup- 
posedly, only one creed exists. This creed shall be accepted 
as the supreme law for every citizen, without being subjected 
to any doubt, discussion, or protest. This single creed is 
administered, controlled, preached, and taught by the church- 
like single party. In these “party churches” of the one-party 
state, toleration of parishioners of dissenting opinions is non- 
existent. But what they not only tolerate but also positively 
desire to have is the division of these parishioners into active 
members and passive followers, into clerics and laymen, ‘The 
clerics are the real members of the party, who are required 
to contribute the fanaticism, the energy, the activity. Prior 
to the acquisition of power and also during the transition 
period when their power is being stabilized, it is their duty to 
fight and to be prepared to make sacrifices, At a later stage 
they may share the spoils, the leading positions, and the satis- 
faction that accompanies honor and power. Supposedly they 
are to be the élite, the new aristocracy, the .uling body, There- 
fore, the number of these party members must be restricted. 
It is not the aim of the dictatorial partics to get as many mem- 
bers as possible. On the contrary, the organizations must be 
small, compact and tested. They become educational insti- 
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tutions for the ruling group, permanent waining schools, as 
well as a means of selecting future leaders, LIowever, while 
admission to membership itself represents the definite means 
of selection, preparatory stages of different grades are to be 
passed, as in monastic orders, Sometimes the admission is 
closed to adults. Yet, at the same time, these orders endeavor 
to attract, to educate, Lo organize the youth, heeause the young 
generation must provide the successors of the leaders, of the 
élite of today. Moreover, the more carefully one trains the 
children, the casier it will be to have them as followers later, 
Whether they may become clerics or laymen, the dictatorial 
party will enjoy the rewards of having bought them up as 
faithful sons of its church. The laymen on the other side, 
the great majority of the population, are compelled to be 
obedient, but are expected to be won as sympathizers, They 
are the private people who wish to lead their own lives in 
pursuing their individual vocations, ‘They must leave the 
formation of the political will of the state to the ruling party, 
the élite, the clerics—just as in the Authoritative Church the 
laymen do not participate in the formation of the dogma, in 
the interpretation of the word of God. Grumbling or indif 
ferent or satisfied or even enthusiastic, it suffices that they 
follow the commands from above. Of course, such submis. 
sion to the clerical minds is not easily brought about. Ie re- 
quires continuous propaganda, a perpetual infiltration of the 
clerical teachings into the very being of the laymen. ‘The 
dictatorial rulers, moreover, must always have their ears to 
the ground and observe very carefully what is going on among 
the masses. This knowledge is of paramount importance in 
deciding at what pace the party may proceed toward the 
realization of its aims. An absolute rigidity does not prevail in 
the doctrines of the Church. ‘I'he same is even more true 
of the doctrines of the party-churches in modern dictatorships. 
They also are not kept entirely inflexible by the party-popes. 
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A kind of development, a certain amount of modification may 
slowly result from the reaction of the masses. One rule never- 
theless remains absolute: “protestantism” is excluded, the 
formation of “sects” is strictly prohibited. The party churches 
in the one-party states of modern dictatorships react against 
any attempt at a real “reformation” even much more suthlessly 
than did the Authoritative Church in former limes with its 
courts of Inquisition which burned the heretics, 

From this it becomes evident how far the dictatorial power 
in the one-party state surpasses every negation of freedom pre- 
viously experienced in western European states, In the abso- 
lute monarchies of the eightccnth century there was above 
the monarch at least the law that protected the subjects against 
arbitrary acts of despotism. There were “still judges in 
Potsdam.” Now there are none, in Potsdam or in Moscow * 
or in Rome. Inviolable rights of men, inviolability of the 
person, inviolability of the home do not exist under modern 
dictatorships. ‘The subjects are at the mercy of the one-party 
dictators who may capture them and treat them as they 
choose without regard for a judge's interference or legal pro- 
cedure, In the Middle Ages, moreover, when the one Church 
dominated in the spiritual sphere, there was nevertheless rivalry 
between Church and state, The Church provided the king 
with divine sanction of his power and fostered the common 
belief in the religious foundation of the government; but when 
the king acted against the will of the Church, he was subject 
to clerical jurisdiction and had to go to Canossa in penitential 
garments. On the other hand, when the Church wished to 
persecute heretics, it could do so only with the armed help 
of the state. Only when the ecclesiastical and the worldly 
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arms codperated was the domination of the individual really 
complete, Now for the first time in western Kuropean history, 
the power of the state and the power of the Chureh are unified 
in the sense that the one dictatorial party determines at once 
the spiritual creed and dominates the state, Such unification 
is indeed totalitarian. And from this angle the totalitarian 
claim of all modern dictatorships is readily understood. When 
the one party ruling in the state is like a church itself, then it 
must wish to submit all other churches, all other creeds, and 
replace them with ils own religion-like creed, Tt is only he- 
cause of political caution that Mussolini has avoided tackling 
this dangerous problem. The total destruction of the old 
Russian church by Bolshevism, the conflict between the state 
and the churches in Germany exemplify the natural conse. 
quences of the totalitarian doctrine, In a pontifical state 
governed by a one-party dictatorship the pontifex-dictator can- 
not tolerate a church or creed opposed to the creed of his own, 
party-church. 

Finally it is not to be forgotten how much state-power and 
state-interference everywhere in the world have increased dur- 
ing the last century. How seldom, in carlier times, even down 
to the eightcenth century, did the individual handicraftsman 
in the small cities or the peasant in the village have any real 
experience of living under a so-called central government. In 
those times, even if there were no idea of political rights and 
of legal freedom, there was, nevertheless, a certain sphere of 
individual freedom, Unless a war or some other common 
disaster compelled him to serve in the army or to pay taxes, 
or his house were burned down or his land laid waste—the 
little man lived very quietly within his narrow circle. He 
lived his private life with his own family in his small com- 
munity, and did not hear much about the great world and its 
rulers, But this way of life has long since changed, Centraliza- 
tion of government and centralization of power have become 
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the keynote of modern civilization: many more tasks taken 
over by the government, countless means of central domina- 
tion by the new techniques of armament, of transportation, of 
production, and of finance; immensely increased means of in- 
tellectual control by the new techniques of spreading news, 
information, instruction and propaganda—these are develop- 
ments indicating the trend, As a result, the individual was at 
first transformed into a subject of the state; he then began to 
develop as a citizen, first in the state and now also in industry. 
It is in this changed world—where even in democracies the 
individual finds it difficult to defend his individual rights and 
his individual freedom against centralized, anonymous, eco- 
nomic, political, and intellectual powers—in this changed 
world with its innumerable dependencies and its increased 
means of control, that the one-patty churches of our modern 
dictatorships realize their triple dictatorial predominance: 
political, economic, spiritual. “Nothing outside the state, 
nothing against the state, everything for the state” runs the 
Fascist creed of totalitarianism, 

Ag a result, Fascism and Bolshevism deduce their negation 
of freedom from a very homogencous concept of man, What 
they recognize, what they evaluate, what they breed by every 
kind of educational influence (and this influence in dictator 
ships cannot be overestimated) is not the individual, It is not 
the single personality, sel{-responsible and independent, rooted 
in his convictions, in his reason, and therefore standing on his 
value of individuality (that actually is nothing else than the 
rights and the duties of freedom). Instead, it is the collecti- 
vized man who shall be and who shall feel himself only as a 
part of the mass, of the class, or of the nation. The individual 
is regarded only asa small cog in the gigantic machinery of thg 
state to which he belongs. Consequently, in the economic 
field all emphasis is put on production. Therefore the Soviet 
Union as well as Italy (somewhat less Germany, because fewer 
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inferioritics, and therefore fewer inferiority complexes, are to 
be overcome) preaches industrialization, modern technique, 
everything that Europe likes to eall “Americanism.” Maseism 
as well as Bolshevisny culogizes labor, especially manual labor, 
Jabor in the factories or on the soil, and aims to bestow 
special honor on it, Moreover, both urge production as an 
end, in itself, not primarily as a means of consumption, of 
immediately raising the actual standard of living of the people. 
Both are thinking much more of the future than of the present, 
For this future the present generation must mitke sacrifices, 
must endure scarcity. Bolshevism at least promises future 
abundance replacipg this present scarcity, Mor Fascism this 
is an irrelevant point; its only aim is the magnitude, the pride 
and power of the state, But for the present time there is not 
much difference, Production and labor-these signify for our 
modern dictatorships (with even much greater emphitsis than 
is to be found today in other countries) enlarged accumulation 
of capital, higher procuctive capacity either for competition 
with other countries or for greater autarchy, which is supposed 
to involve greater national independence in the econamic, and, 
by this means, also in the political field. Above all, productive 
power is a potentiality for creating armaments in an age when 
every kind of production is directly or indirectly a weapon 
in times of war, Productive power is thus a means for political 
power of the state in its international relations, And the indi- 
vidual acquires his value in state and society only from. his 
participation in production, even though he be but a very 
small and insignificant wheel in the gigantic productive ma- 
chinery, the Gnal purpose of which is the apgrandizement of 
the state, And while this is the attitude toward the individual 
he the economy, the same holds true with respect lo his pasi- 
tion in state and society. This recognition of man as a pro- 
ducer alone finds its counterpart and its basis, spiritually and 
theologically, jn the recognition of man only as a collective 


ARYHUR FEILER 965 


being in state and society, One may compare this new concept 
of man with what Heinrich von Treitschke, in his essay “Dic 
Freiheit,” calls the most fertile result of the metaphysical strug- 
gles for liberty during the cighteenth century, the “recognition 
of the truth, that the citizen never shall be used by the state 
as a means only.” Then one may feel the rupture between 
the centuries, 

One cannot overestimate the significance of this new 
theology. It is nothing less than the negation of the whole 
foundation of thinking in Euope and America in modern 
times—the denial of the entire basis of the European and 
American mind, intellecwwal, political, asl moral. Joseph 
Wood Krutch * sees this clearly when he finds the value and 
the performance of Europe in liberty, individuality, sensitive- 
ness, personality’ and differentiation, and concludes that “A 
Turopean man who had lost all belicf in the reality of freedom, 
in the importance of personality and in the possibility of the 
detachment would simply have ceased to be a European man 
atall.” ‘Liuly, this is the concept of Europe since the fifteenth 
century, and the development of European-American thinking 
since then may fairly be conceived in this predominant aspect, 
The Renaissance, which opened a new era of learning scem- 
ingly forgotten since antiquily; the Reformation in the six- 
teenth century with its liberation of religion, the English 
Revolution of the seventcenth century, cstablishing for the 
first time an entirely new freedom of the people in the state; 
the eighteenth century, the century of enlightenment cul- 
minating in the American Declaration of Independence and 
in the French Revolution; and even in the nineteenth century, 
in spite of all the new problems created by capitalism, they 
never-ending efforts for political and also social reform?: 
throughout Europe and the United States—indeed this whole 


16 Joseph Waod Krutch, “Was Europe a Success?” in hg! Ryion, ‘New York, 
August aud September 1934. c : 
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sequenee was again not the full realization of, but a pas- 
sionate surge toward, the grand goal that Immanuel Kant 
formulated in proclaiming “a true empire of justice, liberty 
based upon equality of every member of mankind.” For five 
centuries the torches of freedom were thus carried through 
the world, from one generation to the other, Furope and 
America seemed to be able to live and to breathe only under 
this light of freedom. ‘Their entire concept of culture was 
identical with this goal. The problem iss How was it pos- 
sible that after five centurics of immeasurable efforts, pains, 
sacrifices and uiumphs this idea of freedom is suppressed today 
in great parts of Europe, that it is combated in even greater 
parts of Europe and of other continents too, that the new 
theologies of the modern dictatorships are gaining more and 
more followers everywhere? What are the reasons? 

Some years ago there was a great readiness to evade this 
question by saying that only such states could abolish freedom 
that, as a maiter of fact, had never enjoyed freedam, such as 
Russia, or that had achieved only a superficial freedom, such 
as Jtaly—both these countries with a largely uneducated 
population and a vast number of illiterate. It is more than 
evident today that such an answer is entirely inadequate, ' 
Therefore, it must have been inadequate even before the 
catastrophe, which destroyed freedom in Germany and Austria 
and threatens it elsewhere. The answer, nevertheless, is easier 
with respect to Bolshevism than for Fascism. The Bolshevist 
revolution in Russia undoubtedly started by fulfilling the, 
desire of the great majority of the people: it destroyed ‘I'sarism, 
it proclaimed socialism, and it gave the land to the peasants; 

poly later came the subjection of the peasants to collectiviza- 
tion. Moreover, Bolshevism, although not affording freedom, 
erected another goal—social equality, Since then humanity 
has been tormented by doubts: will there be a way to combine 
freedom, with cquylity; or if that is impossible, should man- 
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kind give preference to freedom or to equality; or, finally, 
will there be a third and satisfactory way of combining freedom 
with a tue social justice in the form of an egalitarian 
democracy? But if this is the fateful problem created by Bal- 
shevism then so much more arises the problem saised by 
Fascism: why are people ready to surrender to its domination? 
What compensation have they found in it for bartering away 
their freedom? In short, what are the reasons for the successes 
of modern dictatorships in our times? 

Very different reasons have often becn given in the answer 
to this question, There is widespread dissatisfaction with the 
functioning of parliamentarianism and of the party system 
in several of our present-day democracies, Because of a mul- 
titude of parties, the disunion of the people sometimes (as in 
Italy before the accession to power of Fascism and in Germany 
in the period immediately preceding National-Socialism) may 
be augmented to such a degree that the whole policy exhausts 
itself in continual parliamentary crises and the formation of a 
strong durable government eventually becomes impossible. 
There is, lo come closer to actual happenings, the Great War 
of rorq~1o18. Germany lost that War, Italy lost that victory. 
A consequence is the injured national pride of these two 
countries, now desirous of gaining a better place in the world, 
Furthermore, the economic consequences of the War have been 
aggravated by monetary inflations and clepreciations, with the 
enormous shift in the distribution of wealth and income, with 
the degradation of large groups in socicty. There is by the 

‘ victory of Bolshevism in the Soviet Union alone a fear of 
communism in numerous classes in other countries. This fear 
may be casily fructified by Fascist propaganda, particularly 
if it is combined with the resentment of the middle class 
(o£ the petty bourgeoisie, the white-collar employees, the 
peasants, and similar groups) against the workers, whose 
power and whose position in state and society is increasingly 
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improved by the equal franchise of democracy, ‘There is the 
depression since 1929, the millions of unemployed, and the 
impoverishment of other millions, ‘There is, combined with 
all these factors, the uncertain plight of capitalism as a whole, 
the inereased feeling for ils immanent contradictions with the 
resultant “scarcity in the midst of plenty.” 

The list of these factors that played an important role in the 
establishment of our modern dictatorships could doubilessly 
be enlarged; but it is outside the scope of this article to discuss 
all explicitly, However, it is pertinent to comment on the 

” universal emphasis placed on the desire for economic security 
as a result of the depression, Naturally one may ask how 
such circumstances prepare the way for dictatorships in general 
and for Fascism in particular, Indeed, Bolshevism was able 
to climinate mass unemployment, although it had in its stead 
the terrible famine of 1932-1933. However, Fascism did not 
in any way furnish proof of being more able than democratic 
countries to establish economic security, ‘This is equally true 
in Italy, where the economic crisis is in no way Jess severe 
than in other countries, as it is in Germany, where a diminu. 
tion of unemployment by expansion of public berrowing: is 
accompanied by increasing tension in other economic rela- 
tions’? Dr, Hjalmar Schacht, German liconomic Secretary 
and President of the German Reichsbank, quite frankly ex. 
plained these difficulties jn a speech at the Leipzig Fair in 
March 1935. But he added: “Liconomie policy is not a science 
but an art... This art is based on soul, belief, devotion, 
will... It is a false doctrine to speak about exact methods 
of economy and about unchangeable economic laws, ‘The 
leader of economic policy has to make possible the seemingly 
impossible.” Such confessions give a clue to the fundamental 





17 Cf. Authur Feiler, “he Soviet Union and the Musiness Cycle,” in Social Ree 
search, August 1930; and “Will Geamany Devaluate?" in Serial Research, November 
1935« 
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causes for the increasing inclination toward Fascism. Once 
more they are the product of the concept of the one-party 
state of Bolshevism and Fascism, with their accompanying 
new theology. 


‘Lhere are certain satisfactions to be derived, no doubt, 
from a strict overhead discipline, ‘Troops and officers in 
the Jate war seem, for all their complaining, to have 
recognized that. I hear veterans recalling with a certain 
yearning how simple everything seemed in those days. In 
the army everything was arranged for them: the question 
of sustenance, of choosing clothing, of mapping journeys, 
of deciding who was important and who was nat. Tvery- 
thing right down to dental work, medical attention, and 
bedtime was arranged for them, as for a child. Beyond 
all that, though the work was murderous, the citizen in 
arms was illuminated with a glowing purpose; he had a 
mission without a dollar sign marked visibly upon it; and 
the nation accorded him signs of awe and admiration 
which, generally speaking, he has not enjoyed since, Mad 
as it sounds, I think that thousands of men were happier 
in the army than they have been ever since; and the same 
thing extended in a measure to the civilian population, 
All felu themselves part of something greater than 
themselves.'* 


While this quotation is the expression of the Secretary of Agri- 
culture, Mr. Henry A. Wallace, it applies not only to America 
but also to Europe, with special reference to Germany, and 
perhaps, Italy. This new attitude of influential sections of the 
younger generation (in Germany it was prepared by the 
youth movement of the last pre-War decade) played an im- 
portant part in the success of modern dictatorships. Discipline, 
mentioned by Mr. Wallace, is one of the battle cries of Fas- 
cism; authority and hierarchy are others, Such an attitude 


28 YTenry A. Wallace, America Must Choose. World Affairs Pamphlets No. 3, 
New York and Boston, 1934, p. 16. Reprinted with the kind permission of the 
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fosters a spirit of combat and not debate; the aim is for a 
heroic, adventurous, soldier-like, anti-bourgeois conduct of life, 
where satisfaction is found in the revolutionary dictatorships, 
This point of view is so pertinent in both instances that it is 
frequently irrelevant, so far as specific instances are concerned, 
whether the communist or the Fascist variety of dictatorship 
is in ascendence. Frequently their adherents drift readily 
from one form to the other as the tide ebbs and flows. How. 
ever, the decisive point is again that the two movements, Bol- 
shevism and Fascism, are churches—not only, because of their 
form but also because of their content. Like other churches 
they present their creed, their dogma. Of course, in reality 
the religion taught by them can be only a substitute for religion, 
There is no supermundane truth to substantiate their credo; 
no world-embracing idea of divine salvation, as the god they 
worship is only a god of their own creation, and their realm 
is limited to this world, The Churches may designate 
totalitarian states “Anti-Churches" with more justification than 
‘the Jatter may call themselves Anti-Parties. However, as far 
as their believers are concerned, this is of no consequence, ‘To 
them the one-party dictatorships afford security, if not in the 
economic, yet so much more so in che spiritual sense. Their 
adherents are provided with dogmatic rules, which require 
only following and defending. This fact offers the chief 
reason for their success, Such is the achievement of an era 
wherein intellectual scepticism has made barren all the basic 
values of life. “By making empty all spiritual content one 
takes away not only the foundation of the state but of the 
whole culture as such,” writes Hermann Heller, There re 
mains merely (thus his judgment about Pareto) the “New- 
Machiavellianism of a disillusioned bourgeoisie,” whose only 
belief is in force,” 





10 Hermann Hellei, op, Cit. 
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Here, indeed, is the ultimate point. The modern dictator- 
ships are able to succeed with their one-party systems, with 
their one-church creeds, where and when there is no other 
belief sufficiently powerful to resist. These new churches 
flourish victorious when the belief in freedom does not impede 
their dogmas of force and suppression. For centuries this 
belief in freedom built its own temple based on reason. This 
invisible church of the believers in freedom found its priest 
in every scholar devoted to truth and in every political thinker 
devoted to justice. Its chapel was fostered in the hearts and 
minds of free citizens, who regarded the moral obligations and 
responsibilities of freedom as more binding and more worthy 
' than the commands of a dictator. Furthermore, it proclaimed 
and accepted no dogma, except one: the dogma (which in- 
deed is not a dogma but a knowledge) of freedom. ‘For cen- 
turies this invisible church of freedom was in the ascendent 
as it advanced throughout the greater part of the Western 
world because there was belief in it and faith, and strength 
derived from it. Today this faith, this devotion to freedom 
has been weakened, largely because economic problems have 
so dominated the foreground of public interest that they have 
overshadowed the older struggle for freedom. It seems that 
people forgot that: spiritual and political freedom, as well as 
social justice, are all fruits of the same tree, and that by 
neglecting to care for the trunk they also destroy the branches. 
At the same time, the economic development is responsible 
for the concentration of vast. new economic power, and life in 
general has become so complicated that the individual man 
finds himself bound and restrained more and more by new 
dependencies, without the accompanying freedom preclicted, 
Furthermore, people forgot. that of even more importance than 
the full realization of freedom and of justice is the ardent 
desire for freedom and justice; for in the realization of our life 
the sacred fire of freedom and justice will never be a perma- - 
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nent achievement without constant vigilance and endeavor, 
Throughout the centuries their attainment will be the trophy 
of a ceaseless battle, As conditions of living change, and as 
our understanding of these goals becomes correspondingly 
clearer, so will the struggle be fought on new grounds, How. 
ever, the fate of ideas, as well as of men, decrees that they 
remain stimulating only as long as they retain the vigor of 
youth. The Italian Alfieri (quoted by Feinrich von Treitschke 
in his essay on Liberty previously mentioned) when an older 
man republished a fierce pamphlet against tyranny which he 
had written with the hot ardor of youth, and confessed in the 
preface, “I should Jack today the courage or, better, the rage 
to write such a book.” Anather deterrent to the cause of 
freedom is the propensity of people to desire that which they 
lack and to become oblivious to the value of the ideal which 
they think they have attained for all time. Evidence of this 
human weakness is an indication of surrender, But “to let 
oneself slide down the casy slope offered by the events and 
to dull one’s mind against the extent of danger, that is pre 
cisely to fail in onc’s obligations of responsibility.” ‘This 
quotation, taken from the minority opinion of the United 

ites Supreme Court in the gold clause decision, demonstrates 

relly what is finally involved in our problem. We are faced 

th the question of character and of personality, If com- 

inism in Russia and Fascism in other countries were able 
to destroy freedom, it was ultimately because the torch of 
liberty did not attract sufficient leaders and followers of con- 
viction and persuasive power that they could superimpose 
their own belief over that of the fanatical dogmas of the new 
one-party churches. Therefore, future development depends 
on whether or not the belief in freedom will regain its strength 
and its power of persuasion. If the invisible church of free 
dom cannot be reéstablished, then there remains only one 
competitor for political power against the two one-party 
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dictatorships—another one-party church, the Catholic Church. 
Hence, in addition to communism and Fascism there may arise 
a third variety of one-party state, of one-creed dictatorship—a 
Catholic Fascism of the Austrian species, 

Flowever, there is actually lite likelihood of such a future 
for humanity. Even the power of dictatorships is not entirely 
unchallenged, and while they may be able to suppress every 
other opinion that is openly asserted, nevertheless they are 
compelled Lo compromise with the feelings developing below 
the surface when the pressure becomes so strong as to threaten 
a breach. One may forbid speaking—one cannot forbid think- 
ing} not even the Catholic Church was able to do so, There 
will always be the need for “purges.” ‘There will always be 
heretics. The passion for freedom is inherent in human nature, 
The one-party state of modern dictatorships cannot satisfy or 
extinguish this immanent need of human reason, A reliable 
and irrefutable witness may be found in one of the authors of 
modern dictatorships, namely: Leon Trotsky, who describes 
in his autobiography his life-long fight for the Russian revolu- 
tion, for the dictatorship of the proletariat, However, when 
he is finally dethroned by Stalin, deprived of power, and at 
the end exiled, he implicitly claims nothing other than the 
old liberal rights of men, denied by all dictatorships: freedom 
of opinion, freedom of speech, freedom of organizing his fol- 
lowers as an opposition against the ruling center of the party 
in the one-party state, at last the freedom of asylum in this 
terribly dismembered post-War “planct without visa”? The 
dictator himself arguing for {recdom is indeed an impressive 
example, 
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TECHNIQUES OF 
ECONOMIC CONTROL IN FASCIST 
AND COMMUNIST SOCIETIES 


(i) 


From Protectionism Through Planned Economy 
to Dictatorship ' 


Gustav Cassel 


The growth of protectionism, its territorial extension, 
and the recklessness of its methods, the significance of 
world deflation since 1928, Great Britain’s abandonment of 
free trade, and the réle of purchasing power parity be- 
tween currencies of different countries constitute funda- 
mental problems which need appraisal. 

The solution of the dificulies which has brought a 
return of protection lics not so much in the restoration of 
the gold standard as in some system of approximate fixed 
exchanges between different currencies, a system attainable 
hy close codperation between the central banks. To 
realize this aim it may be necessary to establish certain 
national planned economies, The danger, however, is that 
economic dictatorship may lead to political dictatorship.— 


EM. 


T 


ne rrLe | have chosen for my address to you suggests a 
rather serious and, indeed, alarming, development. You 


may perhaps fancy that I have composed the three stages of 
this development in order to make my address seem attractive 
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and to wake some interest for what I have ta say taday, But, 
in fact, no such journalists’ wicks are required, as the actual 
drift of the revolution threatening our civilization is such as 
to fill every thinking man with the gravest apprehensions, 
Most people seem inclined to believe that what we are exposed 
to today is only a transitory ctisis and the temporary incon- 
veniences of government measures made necessary by this 
crisis. I am afraid that people who think so lightly about 
the present development may wake up some day to find 
themselves somewhat deceived. As men, we ought to face 
awkward realities with open cyes, Humanity should not 
unconsciously let itself be forced on to a path leading to a 
complete demolition of old standards and ideals on which it 
has built up ils prosperity and its civilization. 

It is therefore not only desirable, but, as I see it, an impera- 
tive requirement that we may make every effort to arrive at 
a correct analysis of the origin of the present development and 
of the factors which are continually driving us further on the 
way to rnin, What I shall venture to do today is to give you 
some humble contributions to such an analysis and to draw 
some practical conclusions as to the means for stopping the 
process of destruction. 

Let us begin then with Protectionism, We must ask our. 
selves: Why is it that protection has grown so tremendously 
both in geographical extension and in violence and reckless- 
ness of methods? The whole problem naturally concentrates 
on the questions Why has England been driven from her 
old honored réle of defender of Free Trade and from. the 
leadership in free international intercourse, which once 
created the unparalleled greatness of this country? 

When I put this question you should not take me to be a 
dogmatic Free Trader. Iam not. I have always been quite 
prepared to examine any reasonable motive brought forward 
for a policy of protection, particularly during a period of 
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extraordinary economic and social difficulties such as the 
present. But the recent growth of protectionism, aided by 
quotas, subsidies, and restrictions of the right to produce, 
opens up a prospect that must fill everybody with the gravest 
apprehensions, and we have now reached a point where the 
details of trade policy must be subordinated to a broad survey 
of the general development into which unrestricted demands 
for government interference are driving our economic and 
constitutional life and indeed our whole civilization. 

It is a great honor for me, being a foreigner, to be called 
upon to deliver the Cobden Memorial lecture, Only a few 
years ago it would have been regarded as perfectly natural that 
such a lecture should remind the public of the great traditions 
of Free Trade England, particularly connected with the name 
of Richard Cobden, and of the responsililities necessarily con- 
nected with such traditions, Today, the position of a Cobden 
Memorial lecturer is much more delicate. As your guest, I 
must take care not to enter on a direct criticism of the present 
policy of your country. In fact, this is not necessary, What 
I have to point out to you is the general trend of the fateful 
transformation which the economic, political, and intellectual 
life of the civilized world is actually going through, And I 
shall [eave it to you to draw the conclusions more particularly 
referring to your own country. . 

The first thing we have to clear up is, as I have said, how 
the sudden and unexpected growth of protectionism has come 
about and what is the fundamental cause of this violent change 
in the conditions of the world’s economy. In my opinion this 
cause ig of a monetary nature. In saying that, I by no means 
overlook the importance of the maladjustment between dif- 
ferent prices and of the disequilibrium in production which 
was an inheritance from the War and which showed its most 
serious aspects in agriculture. But these facts were present in 
the whole period from the end of the War to r929 and did 
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not prevent a very substantial recovery. ‘The Geneva con- 
ference of 1927 advised the world to adopt a policy of freer 
trade, Had this recommendation been carried through, it is 
quite conceivable that the world’s economic life would have 
adjusted itself gradually to the new conditions and that it 
would have been possible in this way to avoid a general 
catastrophe, When, however, the destiuction of the world’s 
monetary system was added to the previous difficulties the 
process of natural healing was broken off, and the world 
was thrown into the most violent economic crisis it had ever 
experienced. 

The fundamental factor in this crisis is the process of de- 
flation which began to develop in 1928 when the United States 
ceased to export capital and applicd a series of measures in 
order to restrict credit at home, and when at the same time 
France returned to the gold standard and began to accumulate 
gold on an enormous scale. Falling prices forced private 
business men in all countries to repay debts and seck the 
highest degree of liquidity, with the result that for society 
as a whole liquidity was progressively diminished. Gal was 
hoarded, and commodity prices in terms of gulel were forced 
down and down again. Faced with such a development, 
producers saw po other escape than protection—and a progres. 
sively increased protection—against foreign competition, 
which, from the point of view of the individual, appeared as 
responsible for the pressure on prices. Economists did not 
cease to point out the true cause of the depression and the 
futility of trying to mend it by protectionist measures, which 
might conccivably give some temporary relief to this or that 
branch of home production, but which in the long run and 
for the national economy as a whole—not to speak of the 
world at large—must have completely destructive effects, 
Politicians as a rule did not pay any attention to such warn. 
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ings, being toa much occupied with pressing everyday 
troubles. 

So a strong protectionist movement spread over the whole 
warld, The most dramatic event, Great Britain’s abandon- 
ment of Free Trade, will in the light of history stand out as 
a most direct result of the continual fall of commodity prices, 
that is to say, asa result of that gross mismanagement of the 
world’s monetary system—the progressive deflation from 1928 
onwards. 

At the same time the methods of protection were developed 
to a degree that nobody would have dreamed of in the old 
days of free trade, In England, when you formerly discussed 
protectionism, you used to talk about “tariffs” as representing 
the whole of this economic policy. Indecd, tariffs have been 
increased tremendously, but still they are now only one of the 
meansand probably onc of the smaller means—applied in 
the service of protection. Regulation of imports with the aid 
of “quotas” and similar devices nowadays plays a more and 
more important part, Added to this is‘what the Germans call 
“Devisen-control,” or authoritative regulation of the use of 
foreign exchange, which obviously involves an absolute and 
detailed control of imports, International movements of 
capital have likewise been subject to severe control and in 
many cases virtually stopped. To these defensive measures 
are added subsidies and doles of various clescriptions, both in 
the form of loans or guarantecs and in the form of direct 
contributions from the Treasury, 

All these measures have a cumulative effect, every particular 
measure calling forth claims for other compensating measures. 
This cumulative process is going on both in the domestic 
policy of the several countries and internationally. Any form 
of protection and subsidies forms a burden that must be borne 
by somebody, and, naturally, provokes demands for new State 
help from other interests, sceing themselves exposed to dis- 
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advantages or at any rate less favored than thase previously 
protected. In addition, protection always tends to stimulate 
production at home and thus to foster competition in its 
most unsound forms, This again gives rise to a series of 
measures calculated to restrict production, with the conse. 
quence that the individual producer ultimately finds himself 
in a situation where he is encouraged by all sorts of protection 
and subsidies, but at the same time forbidden—at heavy 
penalties—from increasing his production. Today every 
country has plenty of experience with this vicious spiral of 
cumulatively increasing demands for protection, which have 
no end, and which never can be brought into equilibrium 
with cach other, but which therefore also must end in complete 
absurdities, 

The same holds true, even in a still more obvious way, in 
international trade relations, Every protectionist step taken 
by one country immediately leads to defensive measures or 
aggressive retaliations from other countries, or at least to some 
form of subsidies to national interests considered to suffer from 
unfair foreign competition, This cumulative process has year 
after year been going on before our eyes on such a scale that 
everybody must be familiar with it, T need only quote the 
example of shipping subsidies on which a lot of countries have 
wasted fantastic sums with the consequence that even this 
country runs the danger of being driven into some similar 
policy, very much against its own fundamental conceptions of 
sound competition. , 

IT mentioned that people have got familiar with such a 
development, and, alas, they have got even too familiar with 
it, It seems that people’s natural instinct of reaction against 
this sort of cumulative protection has been very much blunted 
by the great strain to which it has been put during che last 
few years, People begin, as it seems, more and more to 
acquiesce in some sort of fatalism with regard to the progres- 
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sive destruction of the world’s economy, looking upon it as a 
destiny impossible to resist. In this mental attitude I sce the 
greatest danger of the ciisis we are going through. 

Under the influence of cumulative protectionism national 
or imperial self-sufficiency has more and more come into the 
foreground as the aim of economic policy. This is of course 
the very negation of international trade—leading to a progres 
sive destruction of the well-being of the world. A division of 
labor between nations is under all circumstances of essential 
importance and must remain a guiding principle for any 
reasonable economic policy. Every particular nation, there- 
fore, must accustom itself to look upon a certain specialization 
in production as a natural thing and be content with pro- 
ducing those goods for which it has particular advantages. 
Only a codperation between all the specialized nations can be 
expected to lead to an all-around and efficient satisfaction of 
human wants and to a progressive rise in our standard of 
life, A curious feature of recent protectionism is the renais- 
sance of the old idea that we should not buy more from any 
foreign country than that country buys from us, which means 
that.our balance of trade should be in equilibrium in respect 
to cach particular country. The realization of such a program 
would doubtless reduce the world’s trade to a small fraction of 
what it could have been under free conditions—with in- 
calculable damage to the well-being of humanity as a whole. 
The whole idea is pure, primitive mercantilism, say of the 
sixteenth century, Later on mercantilism rose to the broader 
view that it would be sufficient to attain an equilibrium in the 
general balance of the country’s foreign trade, Liberalism did 
away with the whole idca that the attainment of such a 
balance required governmental contro] in any form, and 
through decades of the most flourishing economic progress 
the truth of this Liberal principle has been practically proved, 
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From this comparison we can judge how far we have been 
put back in our standard of economic thinking. 

International division of labor and codperation mean, how- 
ever, that the different, more or less specialized national 
economies must be brought into a certain international 
equilibrium, that is to say, they must be adjusted so as to fit 
in as organic parts in the great economy of the world, It is 
important that we should see clearly how this end was 
achieved under the economic system prevailing before the 
War. The central part of the whole mechanism was the gold 
standard which forced every country to maintain a practically 
stable rate of exchange on London, This international mone- 
tary system compelled the different countries continually to 
adapt themselves to the competitive conditions of the world’s 
market. Such adaptation was achieved essentially as a result 
of [recdom of private enterprise. ‘True, there was a lot of 
protectionism even in those days, But this protectionism was 
moderate as compared with our present standards, and, in 
addition, it had a certain degree of stability, enabling private 
enterprise to accommodate itself to given conditions and make 
the best of them. 

The rate of exchange between two countries must always be 
determined essentially hy what I have called the Purchasing 
Power Parity between their currencies, ‘This parity consti- 
tutes the natural equilibrium to which actual exchanges must 
always tend to return as soon as extraordinary factors causing 
temporary deviations have ceased to work. If legal gold 
parities had once been fixed to correspond fairly with the 
purchasing power paritics, the different national economies 
had to adjust themselves continually to the situation thus 
created. "This adjustment would embrace both production and 
prices in all branches and tend to realize approximately a 
state of equilibrium where the commodity price levels as well 
as the levels of wages and cost of living of any country core 
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responded’ to the fixed international value of its currency. 
From the side of the business world this adjustment was 
automatic in so far as every particular enterprise had to accom- 
modate itself to the existing and practically fixed scale of 
forcign exchanges. Only the central banks had to carry on a 
deliberate policy for controlling the value of their currencies. 
But the ultimate object of this policy was fixed by the laws 
obliging the central banks to maintain the gold standard. 
This system has now been abandoned. We shall never come 
to a clear understanding of our present difficulties and of the 
particular conditions, under which international trade has 
nowadays to be carried on, until we have realized the radical 
change brought about by the breakdown of the old monetary 
system connecting the different currencies in fixed relations 
to one another. If there is no longer any necessity to main- 
tain exchanges al a given level, the different national economies 
will no longer be under the pressure of a necessity to adjust 
themselves to given international conditions, For instance, in 
one country the general Jevel of wages, or wages in particular 
branches of industry, may be raised to a height incompatible 
with the existing system of rates of exchange, or they may be 
maintained at a former height in spite of a fall in wage levels 
in other countries, Nothing will force wages to adjust them- 
selyes'to a given system of foreign exchanges. On the con- 
trary, exchanges have become so flexible that they have to 
adjust themselves to morc or less arbitrarily fixed wage levels. 
This holds true also with regard to other elements in the 
cost of production and to prices of finished goods, Under 
such circumstances there can be no stability whatever in the 
world’s economic system, and the continual disequilibrium 
into which international trade is thrown will naturally serve as 
a motive for endless governmental interferences aiming ‘to 
bring about at least a temporary and partial equilibrium, 
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which is, however, inherently unstable and impossible to 
maintain. 

Such are, in fact, the conditions we have been exposed to 
as a consequence of the destruction of the world’s monetary 
system. This destruction again was the inevitable result of 
that disastrous process of deflation to which [ have just drawn 
your attention. The senseless scramble for gold was bound 
to raise its value to such 2 height as to make the use of gold 
as a standard of money impossible or at least extremely 
dangerous and itreconcilable with the most clementary de 
mands for stability of the national economic system, But the 
breakdown of the gold standard was followed, as I have now 
described, by a most complete instability in international trade 
relations, and thereby gave room to an unparalleled develop. 
ment of protectionism in ils most arbitrary and most 
destructive forms, 

When all legally fixed relations between the several cur- 
rencies had been abandoned, regulation of the rates of ex- 
change became a matter of commercial policy, and it was 
soon found out that this regulation could be used as an 
efficient and indeed most terrible weapon on the battlefield 
into which international trade had been transformed, A 
rate of exchange which corresponds to the Purchasing Power 
Parity of two currencies may be regarded as neutral with 
respect to the Wade relations between the countries, But if 
the international valuation of a currency can be kept lower 
than would correspond to the currency’s internal purchasing 
power, the country would gain at least temporary advantages 
for its export trade and at the same time enjoy an extra pro- 
tection of its home market against imports from abroad. 
Thus an undervaluation of a country’s currency has come to 
be looked upon as a particularly suitable means for furthering 
the new nationalistic policy, 

In former times a high valuation of a currency was con- 
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sidered a sign of confidence in the country and its economy, 
and national efforts were directed toward maintaining the 
country’s currency in its full legal parity. With the abandon- 
ment of this standard the aims of currency policy have been 
completely reversed. Now, national policy stands for the 
lowest international valuation of the country’s currency. If 
in this way a currency becomes undervaluated in relation 
to another currency this obviously means that the other 
currency is overvalued and that the other country is exposed 
to corresponding disadvantages in its international trade. 
That country will therefore naturally ry to press down the 
external value of its currency, and thus a perpetual monetary 
warfare is added to the general taifl struggle. 

Of course, any particular country would be unwilling to 
confess that it pursues such a policy of undervaluation of its 
own currency. A definite proof of such an undervaluation 
can only be based upon an exact knowledge of the Pur- 
chasing Power Parity of the curency of the country. But 
under the present abnormal, and to the highest degree 
dynamic, conditions the calculation of purchasing power 
paritics is necessarily much more uncertain than under normal 
circumstances, We also find that the views advanced from 
the opposite sides in such a struggle as to the true purchasing 
power parities usually differ considerably from one another, 
Under such circumstances it seems almost hopeless to smooth, 
out the differences and arrive at a fair agreement. Naturally 
such an agreement must to some extent have the nature of a 
compromise between different views. Such a solution, how- 
ever, can hardly be achieved, unless it is a part of a general 
agreement for the restoration of fairly normal trade relations 
between the countries, giving some reasonable room for [ree 
movement of goods between them. A rational exchange 
stabilization is therefore only one side of the great problem 
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We will discuss presently the method by which sueh a 
solution may conceivably be brought about. First, however, 
we must consider a remedy which is usually looked upon as the 
most natural; that is a restoration of the old gold standard— 
with which everybody thinks himself familiar. Such a restora- 
tion, however, is no easy matter, The old gold standard was 
built up on an absolute confidence in the right of the indi- 
vidual to get gold for his bank notes or other gold claims, 
This confidence has now been so fundamentally destroyed 


that I see no possibility of reviving it again. People who had‘ 


acquired gold under the old laws of the gold standard have 
been treated as enemies of their own country. In some cases 
they have even been forced to return to the government all 
the gold they had lawfully acquired, and individual possession 
of gold has been threatened with the most severe punishments. 

We now also find that leading advocates of a return to the 
gold standard have definitely abandoned the idea of a restora 
tion of gold to private ownership. In fact, they want to 
create a new monetary system where all gold reserves of the 
world should belong to the central banks, which should use 
such reserves exclusively for smoothing out temporary dis- 
equilibria in international trade, Whatever our sympathy for 
such a project may be we must confess that this is an entirely 
new scheme, of which we have no experience. Certainly it 
has lost the distinct merit usually claimed for the gold standard, 
namely that it leaves the holder of bank notes or cleposits with 
something “tangible” for his claim. Moreover, nobody can 
tell what forces would determine the value of gold under such 
ascheme. Obviously, this value would depend almost entirely 
on the policy of the several central banks, and only a rational 
codperation between them could secure any stability for the 
value of gold, But what is the use of choosing gold as a 
standard of value if it has no stability of value of its own? 

In addition, our latest experiences of the gold standard have 
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shown thal it suffers from serious defects which become more 
and more accentuated and make the return to any form of 
gold standard very litle desirable. I shall not enter today on 
these defects of the gold standard, as a discussion of them 
would carry me far too deeply into the field of monetary 
theory and away from the matter which should be the essen- 
tial substance of my address to you. Be it enough to state 
here that we cannot sec an.escape from our present difficulties 
in a restoration of the gold standard in any form. The 
widespread notion that this country should return to the gold 
standard as soon as “certain conditions” for a normal handling 
of the international gold standard have been guaranteed is 
hardly more than an empty phrase, as there is practically no 
prospect of such conclitions ever being fulfilled. What neces- 
sarily must be restored, however, is some system of approxi- 
mately fixed exchanges between the different currencies, 
This result, again, can obviously be attained only by a close 
codperation between the central banks. Such codperation, 
therefore, must be the key-stone in any rational scheme of 
monetary reconstruction, Here, indeed, we have a natural 
field for a “Planned Economy” on a world-wide scale. I shall 
return to this point, but let us first pay some attention to the 
general idea of Planned Economy and to the available 
experience of such policy, 

A cumulative growth of protectionism, inevitably entangling 
governments more and more in the affairs of private enter- 
prise, must naturally very much strengthen the idea of a 
Planned Economy under the control of a single authority. 
It is significant that this idea, which hitherto has been 
entertained almost solely by theoretical Socialists without any 
close contact with the business world, is now gaining ground 
in wide circles, formerly strongly opposed to any form of 
Socialism and sincerely supporting a social order based essen- 
tially on freedom of private enterprise. This means that a 
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most important and far-reaching result of centuries of eco. 
nomic thought and practice is lightly thrown away as valueless, 
I refer here to the central point of economic liberalism, namely 
the idea that Authoritative Planning, which the mercantilists 
had considered an unquestionable necessity, could be dispensed 
with and replaced by the automatic function of free com- 
petition, According to liberal ideas, social economy should 
be directed by an automatic formation of prices. ‘This price 
formation process, however, could fulfil its function only if 
it were left free from arbitrary interferences, that is to say, if 
prices were allowed to be determined by the natural play 
of supply and demand, In such an economy all factors of 
production would be forced to codperate for serving the needs 
of the community, and their conflicting aims would have to 
be adjusted to the necessary equilibrium of the whole economy, 
There was nothing arbitrary in this process, Iivery commodity 
and every factor of production had to find its own natural 
price and thereby its own subordinate place in the great 
process of social economy. It is fundamentally on this liberal 
idea that we have built up our present civilization. And it 
ought at least to be regarded as a very serious thing to give 
up an idea that has been of such immense value for the 
economic progress of the world. 

This is, however, what the present protectionist. movement 
is doing. It leads to so much interference in the process of 
{rec price formation that this process cannot any longer fulfil 
its function of maintaining the necessary equilibrium in the 
social economy. 

The problem of establishing such an equilibrium must, 
however, be solved, Believers in planned economy usually 
simplify the question by assuming that such an economy 
should be under the leadership of absolute knowledge and 
reason and thereby be raised far above the petty troubles of 
the old-fashioned social order. The leader of a planned econ- 
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omy will, however, in actual practice find himself confronted 
with an infinitely greater number of problems and complica- 
tions than anybody could imagine when constructing that 
planned economy at his writing table or agitating for it by 
means of popular simplifications, This is why a planned 
economy cannot avoid committing a series of mistakes which 
require corrections, mostly involving new mistakes. In this 
respect, recent experiments in planned cconomy, e.g., in restric 
tion or encouragement of cultivation of land, have given so 
many lessons that the idea of planning ought by now to have 
lost most of its earlier attractivencss, at least in the cyes of 
unbiased observers, 

T shall not worry you with cxamples of the many appalling 
mistakes and contradictions continually displayed by so-called 
planned economics, But I want to draw your attention to the 
almost complete lack in most of them of any rationally con- 
ceived plan for the management of one of the most central 
problems of social economy, namely the division of income 
between saving and consumption. Under former conditions 
this division was determined by the aggregate of voluntary 
savings of free individuals. As a matter of fact this process 
of saving was one of the most stable clements in the economy 
of the individualistic society, and the consequence was a con- 
tinual economic progress of a most remarkable steadiness, a 
rate of progress of about 3 per cent per annum characterizing 
Western civilization, as a whole, through several generations, 
On the whole, production adapted itself fairly well to this 
disposition of income and, accordingly, was divided up between 
capital goods and consumers’ goods in corresponding propor- 
lions. There were of course in this respect some lemporary 
maladjustments causing depressions and crises, but the healing 
forces of economic freedom usually restored equilibrium in a 
comparatively short time, 

Planned Economy has to solve the same problem, but, as 
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the advocates of authoritative leadership have seldom given 
any serious thought to it there is no distinct plan for handling 
this most important task of social economy. 

Soviet Russia began with a:so-called Five-Year Plan involving 
an increase of capital at a rate far above anything ever con- 
ceived by a so-called capitalistic society. Such an economy is, 
of course, possible only when consumers are starved; and. in 
Russia, as we know, they were starved to an incredible degree 
in order that the planned economy should get means for the 
most gigantic constructions and an unparalleled development 
of the country’s resources along capitalistic lines. Now the 
Russian authorities seem to have found that they have gone 
too far in this direction, and at present they are elaborating a 
new plan which is said to break radically with the former plan, 
the purpose being to give more attention to’ the consumers’ 
needs. Such radical alterations in the guiding. principles of 
the authoritative economy. correspond to the common crises 
of. the old capitalistic society, but a them immensely in’ 
severity. 

It is one of the most noteworthy paradoxes of economic 
history that capitalistic America, when it turned to Planned 
Economy, should devote its interest mainly to the consumers, 
and that the Roosevelt administration should do everything in 
its power to raise the standard of consumption. of the American 
people, whereas the growth of capital was neglected, not:to: 
say ‘treated with hostility, In the long run such principles’of 
economy are naturally incompatible with a stable rate ‘of: 
progress, and, ‘therefore, we shall probably see America, just: 
as Russia, turn toa radical change in her economic policy~ t 
only in. the opposite direction. i: 

‘These observations prove the complete lack ofa well-cani 
sidered: +plan.as to a rational division of income: between saving © 
and consumption, But a planned economy without any, definite : 

plan for its annual i increase ¢ of capital i is in reality no: ipla 
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economy at all. It is a pure illusion that the experiments 
hitherto made in planned economy have brought. society: a 
single step nearer to rationalization than it normally was in 
pre-War days. In essential points the results are absolutely 
in the opposite direction. 

In regard to international equilibrium, planned economy 
has shown the same lack of insight and efficiency. We have 
found that equilibrium in international trade. can be attained 
only if the rates of exchange between ‘the different currencies 
are brought to correspond, at least roughly, to the purchasing 
power parities of these currencies, Under the rule of the old 
gold standard, combined with a certain freedom of trade, this 
correspondence was realized automatically. Now, as an inter- 
national gold standard system has practically ceased to exist, 
and as we can hardly reckon with its restoration, the only way 
to achieve a stabilization of exchanges is to fix definite parities 
between different paper standards. As, however, the true 
purchasing power parities can never be ascertained with any> 
exactness, we must be: satisfied with a legal fixation of normal 
rates of exchange, approximately in accordance with the true 
purchasing power parities at the moment of stabilization. Once 
a-fixation has taken place, prices, wages, costs of production, 
and indeed, -all’ the :national economies, will have to adjust 
themselves to the new normal rates of exchange, which there- 
fore will come to. represent more and more closely the actual 
purchasing power parities and to become'a more and more 
téliable basis for international economic equilibrium. 

‘This is the only way out of the present muddle. Theoretical 
discussions about the true price levels on which the-calculation 
cof purchasing power parities should be based will never lead 
‘torany result, This is the mote obvious as the conditions ‘of: 
rational trade are continually changing, and completely: 
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not even approximately, and all endeavors to calculate “correct” 
rates of exchange are necessarily vain. Stabilization must begin 
with a fixation of ceitain reasonably chosen normal rates of 
exchange, forcing the different countries to adjust their econ- 
omies to a certain international equilibrium. The simplest way 
to calculate such rates is to use the existing index numbers of 
wholesale prices. The objection that these figures do not 
adequately represent all elements that have to be brought into 
equilibrium is irrelevant to the practical problem we have to 
solve, The other elements will simply have to adjust them- 
selves to the normal rates of exchange when these have been 
fixed once for all. But of course we must choose our rates so 
that the difficulties of later adjustment are reduced to a 
minimum, 

There has been much talk, particularly in connection with 
the London Conference in 1933, of a gradual restoration of an 
international gold standard system by a tentative fixation $f 
new gold parities which should be regarded as provisional, 
As far as I can see, there is no hope of solving the problem in 
that way. Ifa rate of exchange is regarded as provisional there 
will always be speculation in anticipation of future changes, 
and the economic conditions of the countries concerned will 
never have to face the imperative necessity of adjusting them- 
selves to definite normal rates of exchange. ‘The all-important 
thing is to bring about such a pressure, 

Jf there really were anything worth calling a Planned Econ- 
omy, this would be the first thing 1t would have to care for. 
In such a regulation of the system of money the State has a 
natural function that cannot possibly be fulfilled by private 
action. But, as a matter of fact, Planned Economy has been 
conspicuously unable to master this great task and has hardly 
even realized its commanding importance, On the Contrary, 

‘the measures taken by “planning” authorities with regard to 
currency and exchange regulations have only brought the 
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world’s exchanges into the complete confusion now prevailing. 
In this respect I need only refer to the German currency regu- 
lation with its creation of about a dozen different “marks,” 
and to the record in arbitrariness set by recent American 
experiments in the control of the gold value of the dollar. 

If the several governments had really understood and ful- 
filled their functions with regard to the international system 
of money they could have relied upon private enterprise 
gradually to adapt the different national economies to the 
normal rates of exchange authoritatively established once for 
all, Such an adaptation would have been furthered by the 
greatest possible freedom of international trade and of inter- 
national capital movements. We shall never understand the 
true réle of Free Tiade, if we do not regard it as a means of 
forcing the different national economies to adjust themselves 
to fixed rates of exchange, and thus to find their natural place 
ithe world’s economy. As long as the international mone- 
tary system remains undetermined and subject at any moment 
to arbitrary interventions, no restoration of Free Trade is con- 
ceivable, and even if Free Trade were formally allowed it 
would have no definite function to fulfil in the world’s 
economy, This is a most important truth, and should be 
particularly observed by the friends of Free Trade, 

Under the rule of the old gold standard, Free Traders could 
devote their attention exclusively to trade conditions and could 
consider them as a chapter of economics entirely separated from 
the theory and policy of money. Such a separation is no 
longer possible, The line of distinction between monetary 
and general trade policy, which was quite natural before the 
War, has nowadays been so entirely blurred out that these two 
sides of the great problem of reconstruction have to be treated 
together. In fact, the essential point of my address to YOu. 
today is to emphasize this unity of the task before us and thes 
necessary interdependence of its different aspects, 
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‘When we come to the result that a return to the gold stand- 
ard is not to be reckoned with, it is natural to ask what we 
should put instead of it. In these days hundreds of projects 
are forthcoming, pretending to answer that question. Most of 
them have their origin in pure economic dilettantism, and we 
should waste no time in discussing them. Against others— 
that might be taken more scriously—there is always the objec- 
tion that they involve arbitrary experiments in a field where 
it is particularly amportant that continuity should be preserved 
and that sound elements in the existing organization should 
be used as a basis for further organic progress. I have no 
patent medicine to recommend, but I think we would do well 
to study the actual monetary situation and its development 
more carefully than people usually do, and first of all without 
any prejudice, 

Let me show you by a few examples how far we are from 
such a rational treatment of the problem. Nations have aban- 
doned the gold standard, but they have not been able to free 
themselves of their old gold mentality. People continue to 
think in terms of gold, and what they usually have in mind 
when they speak of “stability” of a currency is the gold value 
of that currency. That means, however, that people continue 
to regard gold as a stable standard of value, which it has 
proved most decidedly not to be. It is also generally con- 
tended that a currency based on gold is the only one that can 
command any confidence, and that stability of exchange can 
be attained only between currencies linked to gold. A glance 
at the actual conditions of the world’s monetary system at the 
present moment immediately reveals the futility of such views. 
As a matter of fact, the confidence in the gold currencies has 
sunk to a minimum and the only currency that enjoys univer- 
sal confidence is a paper currency, namely the Pound Sterling. 
We may even go a step further and state that this confidence 
in the first place depends on the fact that sterling is not based 
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upon gold. If the British currency were restored ta gold basis 
there would immediately arisé.a great deal of suspicion lest 
sterling should again be forced off its gold parity, With open 
eyes for realities we should also sce that there is at present no 
stability of exchanges except between paper standards, The 
British Dominions, the Scandinavian countries, and some other 
countries linked to the pound sterling nowadays keep their 
rates of exchange on London remarkably constant, whereas 
the instability of other exchanges forms the most disquieting 
feature in present international telations. 

The simple lesson to be drawn from these facts seems to be 
that we should go on with a policy strengthening the sterling 
block and stabilizing its internal relations, thereby attract} 
ing mew countries to this monetary system. Sterling itself 
should be regulated according to a deliberate plan such as the 
British Government laid before the London Conference last 
year, that is to say, definite guarantces should be given against 
any further deflation and for a moderate reflation with a subse- 
quent stabilization of the general price level. In this plan, 
however, gold should have no place. The ultimate stability 
aimed at should be a stability in the purchasing power of the 
pound sterling against commodities, ‘To a certain extent the 
program of last year has been realized, and at least British 
monetary policy has succeeded in stopping the deflation which 
threatened the world’s economic life with a complete break- 
down, The recovery that actually has taken place must in 
my opinion be ascribed mainly to this fact, The business world 
is feeling more and more convinced that there will be no 
further fall in prices, and this conviction inspires confidence, 

‘he rise in prices during the year that has passed might have 

een considerably greater, and we ought by now to have come 
.hearer to the point where prices had reached a sufficient height 
for making a definite stabilization advisable. 

But these are details of monetary policy, and I do not pro- 


e 
496 “RASCIST AND COMMUNISYTIC TFCHNIQUES 


pose to go further into them, I have referred to this matter 
only to show that here is a mest natural and most important 
field for planned economy. If British economic policy were 
concentrated on such planning, it would be of immeasurable 
service not only to this country but for the restoration of health 
to the world’s economy at large. Other countries adhering 
to the sterling standard would then only have to fix their 
rates of exchange on London, just as they used to do under 
the rule of the old gold standard system. By such a means a 
solid ground would have been laid for economic progress, but 
this progress itself must be left to the forces of free individual 
enterprise. In this field “planned economy” with its endless 
@xperiments in governmental control is doubtless mainly an 
obstacle to sound development and to such an adjustment to 
the fixed rates of exchange as will secure to cach country its 
natural place in the great system of the woild’s economy. 

e practical conclusion is that we should aim at an internal 
strengthening and external widening of the sterling block, and 
that we Should provide, within this block, the greatest possible 
room for the free movement of goods, services, and capital. 
This freedom is in itself the best guarantee for a gradual, but 
efficient adjustment of the different national economies within 
the block for a general equilibrium in their price-levels, their 
production and their trade. Under the present circumstances 
this program is, Fthink, the best means by which we can show 
fidelity to the fundamental and invariable truths of old Free 
Trade traditions as represented particularly by such men as 
Richard Cobden. 

The leadership of the State in economic affairs which ad- 
vocates of Planned Economy want to establish, is, as we have 
seen, necessarily connected with a bewildering mass of govern- 
mental interferences of a steadily cumulative nature. The 
arbitrariness, the mijstakes and the" inevitable contradictions 
of such policy will, as daily experience shows, only strengthen 
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the demand for a more rational codrdinatign of the differen 
measures and, therefore, for unified leadership. For thi 
reason Planned Economy will always tend to develop inte 
Dictatorship. The risk of such a development is naturally 
gr@ittest in those countrics that have suffered most, and whost 
people are traditionally accustomed to subordinate themselve: 
to some form of dictatorship. Strong resistance can be ex. 
pected only from countries where individual freedom has beer 
looked upon through centuries as one of the most precious 
attainments of civilization and, at the same time, as a funda. 
mental condition for its further development. But even in 
such countrics the modern fancy for planned economy has 
driven people much further on the way to dictatorship than is 
generally recognized, Several measures nowadays taken in 
this country go so far in saciificing individual freedom and 
private rights that they would have filled an old Gladstanian 
mind with horror. And still there seems to be rather {ttle 
of strong instinctive reaction against this progressive, destruc- 
tion of the ideals of Liberalism and of the principles on which 
the greatness of this country has been founded, The situation 
is the same in other countrics, 

The existence of some sort of parliament is no guarantee 
against planned economy being developed into dictatorship. 
On the contrary, experience has shown that representative 
bodies are unable to fulfil all the multitudingfis funggjons con- 
nected with economic Jeadership without becoming more and 
more involved in the struggle between competing interests 
with the consequence of a moral decay ending in party—if 
not individual—corruption. Examples of such a degrading 
development are indeed in many countrics accumulating at 
such a speed as must fill every honorable citizen with the 
gravest apprehensions as to the future of the representative 
system. But apart from that, this system cannot ‘possibly be 
preserved, if parliaments are constantly overworked by having 
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to copsider an ipfinite mass of the most intricate questions 
relating to private economy. The parliamentary system can 
be saved only by wise and deliberate restriction of the functions 
of parliaments, 

Economic dictatorship is much more dangerous than peéple 
believe. Once authoritative control has been established it 
will not always be possible to limit it to the economic domain, 
If we allow economic freedom and self-reliance to be destroyed, 
the powers standing for Liberty will have lost so much in 
strength that they will not be able to offer any effective resist- 
ance against a progressive extension of such destruction to con- 
stitutional and public life generally. And if this resistance is 
gradually given up—perhaps without people ever realizing: 
what is actually going on—such fundamental values as personal 
liberty, freedom of thought and speech, and independence of 
science are exposed to imminent danger. What stands to be 
lost.is nothing less than the whole of that civilization that we 
have inherited from generations which once fought hard to 
lay its foundations and even gave their life for it, What they 
have accomplished and handed down to us is a precious in- 
heritance, placing upon the present generation the command- 
ing responsibility of maintaining such treasures intact for the 
benefit of future generations, This historical responsibility 
falls with its heaviest weight on those nations that have done 
most for the devélopment of freedom and for the life and pros- 
perity of which individual liberty has played the most domi- 
nant part. Among those nations I should first of all mention 
the British and the Swedish, and when I, as a Swede, have 
the great privilege of addressing a distinguished British audi- 
ence I think it is very much to the point that I finish this 
address by strongly emphasizing our common responsibility 
for the conservation of the highest treasures of humanity. 


” 
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The Political and Social Doctrine 
of Fascism! 


Benito Mussolini 


Fascism is a practical program botn of the need for 
action, rather than a theoretical doctrine worked out 
beforehand with detailed elaboration. 

“There would be no Fascism if the war had been followed 
by the miracle of a peace satisfactory to everybody. ‘There 
would be no Fascism if there had been no communism, 
Looking at a Emopean map one visualizes a Fascist trench 
wall, a black stripe from Sicily to the Baltic shore, which 
in a way scems to protect the world of Western capitalism 
against the other wold, the world of communism; it looks 
like a broad dike; or, lo strain the right of metaphor 
further, it resembles a scar through which the capitalistic 
flesh reacts against the revolutionary wound, The existence 
of an outer zone, from the Balkans to Finland, does not 
impair the validity of the simile, ‘These minor states, 
often also of very recent origin, are a softer surface on 
which an inritated reaction was less to be expected and 
would have been less definite.” * 

The réle of faith in Fascism, the task of organization, 
the repudiation of the doctrine ol padificism, the Faselst 
conception of life in relation to Marxist Socialism—these 
are not academic questions; they constitute problems of 
modein culture-—F. M. 


HEN, in the now distant March of ror9, I summoned 

W a meeting at Milan through the columns of the Popolo 
a’ Italia of the surviving members of the Interventionist Party 
who had themselves been in action, and who had followed me 
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"since ‘he creation of the Fascist Revolutionary Party (which 
took place i in the January of 1915), I had no specific doctrinal 
attitude in my mind, I had a living experience of one doctrine 
only—that of Socialism, from 1903-4 to the winter of 1914— 
that is to say, about a decade: and Crom Socialism itself, even 
though I had taken part in the movement first as a member 
of the rank and file and then later as a leader, yet I had no 
experience of its doctiine in practice. My own doctrine, even 
in this period, had always been a doctrine of action. A 
unanimous, universally accepted theory of Socialism did not 
exist after 1905, when the revisionist movement began in Ger- 
many under the leadership of Bernstein, while under pressure 
of the tendencies of the time, a Left Revolutionary movement 
also appeared, which, though never getting further than talk 
in Italy, in Russian Socialistic circles laid the foundations of 
Bolshevism. Reformation, Revolution, Centralization~already 
the echoes of these terms are spent—while in the great stream 
of Fascism are to be found ideas which began with Sorel, 
Peguy, with Lagerdelle in the “Mouvement Socialiste,” and 
with the Italian trades-union movement which throughout the 

eriod 1904-14 was sounding a new notc in Italian Socialist 
circles (already weakened by the betrayal of Giolitti) through 
olvelth Pagine Libre, Orano’s La Lupa, and Enrico Leone’s 
Divenire Sociale. 

After the War, in 1919, Socialism was already dead as a 
Woctrine: it existed only as a hatred. There remained to it 
only one posubility of action, especially in Italy, reprisals 
against those who had desired the War and who must now 
be made to “expiate” its results. The Popolo d’Ital:a was then 
given the sub-title of “The newspaper of ex-service men and 
producers,” and the word producers was already the expres- 
sion of a mental attitude, Fascism was not the nursling of a 
docteifi worked out beforehand with detailed elaboration; 1t 
was bdifi of the need, for action and it was itself from the 
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beginning practical rather than theoretical; it was not merely 
another political party but, even in the first two years, in 
opposition to all political parties as such, and itself a living 
movement, The name which I then gave to the organization 
fixed its character. And yet, if one were to re-read, in the now 
dusty columns of that date, the report of the mecting in which 
the Fasci Italiana di combattimento were constituted, one 
would there find no ordered expression of doctrine, but a 
series of aphorisms, anticipations, and aspirations which, when 
refined by time from the original ore, were destined after some 
years to develop into an ordered series of doctrinal concepts, 
forming the Fascist political doctrine—different from all others 
peither of the past or the present day, , 

“If the bourgeoisie,” I said then, “think that they will find 
lightning-conductors in us, they are the more deceived, we 
must start work at once... . We want to accustom the work- 
ing-class to real and effectual leadership, and also to convince 
them that it is no easy thing to direct an industry or a commer- 
cial enterprise successfully... . We shall combat every retro- 
grade idea, technical or spiritual... . When the succession to 
the seat of government is open, we must not be unwilling 4o 
fight for it. We must make haste; when the present régime , 
breaks down, we must be ready at once to Lake its glitoe, i 
is we who have the right to the succession, because it-was wé 
who forced the country into the War, and led her to victory. 
The present method of political representation cannot suffi 
we must have a representation direct from the individuals 
cerned, It may be objected against this program that it is a 
return to the conception of the corporation, but that is no 
matter,... Therefore, 1 desire that this assembly shall accept 
the revindication of national trades-unionism from the eco- 
nomic point of view, ...” 

Now is it not a singular thing that even on thigg 
in the Piazza San Sepolcro that word “corporat 
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which later, in the course of the Revolution, came to express 
one of the creations of social legislation at the very foundation 
of the régime? 

The years which preceded the march to Rome were years 
of great difficulty, during which the necessity for action did 
not permit of research or any complete elaboration of doctrine. 
The battle had to be fought in the towns and villages. There 
was much discussion, but—what was more important and more 
sacred—men died, They knew how to die. Doctrine, beauti- 
fully defined and carefully elucidated, with headlines and 
paragraphs, might be lacking; but there was to take its place 
something more decisive—Faith. Even so, anyone who can 
recall the events of the time through the aid of books, articles, 
votes of congresses, and speeches of great and minor impor- 
tance—anyone who knows how to research and weigh evi- 
dence—will find that the fundamentals of doctrine were cast 
during the years of conflict. It was precisely in those years that 
Fascist thought armed itself, was refined, and began the great 
task of organization, The problem of the relation between 
the individual citizen and the State; the allied problems of 
authority and liberty; political and social problems as well as 
those specifically national—a solution was being sought for 
all these while at the same time the struggle against Liberalism, 
Democracy, Socialism, and the Masonic bodies was being 
carried on, contemporaneously with the “punitive expedition.” 

t, since there was inevitably some lack of system, the adver- 
saties of Fascism have disingenuously denied that it had any 
capacity to produce a doctrine of its own, though that doctrine 
was growing and taking shape under their very eyes, even 
though tumultuously; first, as happens to all ideas in their 
beginnings, in the aspect of a violent and dogmatic negation, 
and then in the aspect of positive construction which has 

Mynealization in the laws and institutions of the régime 
successively in the years 1926, 1924, and 1928, ; 
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Fascism is now a completely individual thing, not only as a 
régime but as a doctrine, And this means that today Fascism, 
exercising its critical sense upon itself and upon others, has 
formed its own distinct and peculiar poiut of vicw, to which 
it can refer and upon which, therefore, it can act in the face of 
all problems, practical or intellectual, which confront the 
world, 

And above all, Fascism, the more it considers and observes 
the future and the development of humanity quite apart from 
political considerations of the moment, believes neither in the 
possibility nor the utility of perpetual peace. It thus repudiates 
the doctrine of Pacifism—born of a renunciation of the struggle 
and an act of cowardice in the face of sacrifice, War alone 
brings up to its highest tension all human energy and puts the 
stamp of nobility upon the peoples who have the courage to 
mect it, All other trials are substitutes, which never really put 
men into the position where they have to make the great 
decision—the alternative of life or death. Thus a doctrine 
which is founded upon this harmful postulate of peace is 
hostile to Fascism. And thus hoitile to the spirit of Fascism, 
though accepted for what use they can be in dealing with par- 
ticular political situations, are all the international leagues and 
societies which, as history will show, can be scattered to the 
winds when once strong national fecling is aroused by any 
motive—sentimental, ideal, or practical. This anti-pacifist 
spirit is carried by Fascism even into the life of the individual; 
the proud motto of the Squadrista, “Me ne frego,” written on 
the bandage of the wound, is an act of philosophy not only 
stoic, the summary of a doctrine not only political~it is the 
education to combat, the acceptation of the risks which combat 
implies, and a new way of life for Italy. Thus the Fascist 
accepts life and loves it, knowing nothing of and despising 
suicide: he rather conceives of life as duty and st e and 
: conquest, life which should be high and full, lived foioneself, 
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but above all for others—those who are at hand and those who 
are far distant, contemporarics, and those who will come after. 

This “demographic” policy of the régime is the result of the 
above premise. Thus the Fascist loves in actual fact his neigh- 
bor, but this “neighbor” is not merely a vague and undefined 
concept, this love for one’s neighbor puts no obstacle in the 
way of necessary educational severity, and still less to differen- 
tiation of status and to physical distance. Fascism repudiates 
any universal embrace, and in order to live worthily in the com- 
munity of civilized peoples watches its contemporaries with 
vigilant eyes, takes good note of their state of mind and, in 
the changing trend of their interests, does not allow itself to 
be deceived by temporary and fallacious appearances, 

Such a conception of life makes Fascism the complete op- 
posite of that doctrine, the base of so-called scientific and 
Marxian Socialism, the materialist conception of history; ac- 
cording to which the history of human civilization can be 
explained simply through the conflict of interests among the 
various social groups and by the change and development in 
the means and instuuments of production, That the changes 
in the economic field—new discoveries of raw materials, new 
methods of working them, and the inventions of science— 
have their importance no one can deny; but that these factors 
are sufficient to explain the history of humanity excluding all 
others is an absurd delusion. Fascism, now and always, be- 
lieves in holiness and in heroism; that is to say, in, actions 
influenced by no economic motive, direct or indirect. And if 
the economic conception of history be denied, according to 
which theory men are no more than puppets, carried to and 
fro by the waves of chance, while the real directing forces are 
quite out of their control, it follows that the existence of an 
unchangeable and unchanging class-war is also denied—the 
natural progeny of the economic conception of history. And 
above all Fascism denies that class-war can be the preponderant 
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force in the transformation of society, These two fundamental 
concepts of Socialism being thus refuted, nothing is left of it 
but the sentimental aspiration—as old as humanity itsel{— 
toward a social convention in which the sorrows and suffer- 
ings of the humblest shall be alleviated. But here again 
Fascism repudiates the conception of “economic” happiness, 
to be realized by Socialism and, as it were, at a given moment 
in economic evolution to assure to everyone the maximum 
of well-being. Fascism denies the materialist conception of 
happiness as a possibility, and abandons it to its inventors, 
the economists of the first half of the nineteenth century: that 
is to say, Fascism denies the validity of the equation, well- 
being = happiness, which would reduce men to the level of ani- 
mals, caring for one thing only—to be fat and well-fed—and 
would thus degrade humanity to a purely physical existence. 
After Socialism, Fascism combats the whole complex system 
of democratic ideology, and repudiates it, whether in its 
theoretical premiscs or in its practical application. Fascism 
denies that the majority, by the simple fact that it is a majority, 
can direct human society; it denies that numbers alone can 
govern by means of a periodical consultation, and it affirms 
the immutable, beneficial, and fruitful inequality of mankind, 
which can never be permanently leveled through the mere 
operation of a mechanical process such as universal suffrage. 
The democratic régime may be defined as from time to time 
giving the people the illusion of sovercignty, while the real 
effective sovereignty lies in the hands of other concealed and 
irresponsible forces. Democracy is a régime nominally with- 
out a king, but it is ruled by many kings—more absolute, 
tyrannical, and ruinous than one sole king, even though a 
tyrant, This explains why Fascism, having first in 1922 (for 
teasons of expediency) assumed an attitude tending towards 
republicanism, renounced this point of view before the march 
-o Rome; being convinced that the question of political form 
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is not today of prime importance, and after having studied 
the examples of monarchies and republics past and present 
reached the conclusion that monarchy and republicanism are 
not to be judged, as it were, by an absolute standard, but that 
they represent forms in which the evolution—political, his- 
torical, traditional, or psychological—of a particular country 
has expressed itself. Fascism supersedes the antithesis mon- 
archy or republicanism, while democracy still tarries beneath 
the domination of this idea, forever pointing out the insuffi- 
ciency of the first and forever the praising of the second as 
the perfect régime. Today, it can be seen that there are re- 
publics innately reactionary and absolutist, and also monarchies 
which incorporate the most ardent social and political hopes 
of the future. 

“Reason and science,” says Renan (one of the inspired pre- 
Fascists) in his philosophical medhtations, “are products of 
humanity, but to expect reason as a direct product of the people 
and a direct result of their action is to deceive oneself by a 
chimera, It 1s not necessary for the existence of reason that 
everybody should understand it, And in any case, if such a 
dissemination of truth were necessary, it could not be achieved 
in a low-class democracy, which seems as though it must of 
its very nature extinguish any kind of noble training. The 
principle that society exists solely through the well-being and 
the personal liberty of all the individuals of which it is com- 
posed does not appear to be conformable to the plans of nature, 
in whose workings the race alone seems to be taken into con- 
sideration, and the individual sacrificed to it. It is greatly to 
be feared that the last stage of such a conception of democracy 
(though I must hasten to point out that the term ‘democracy’ 
may be interpreted in various ways) would end in a condition 
of society in which a degenerate herd would have no other 
preoccupation but the satisfaction of the lowest desires of 
common men.” Thus Renan. Fascism denies, in democracy, 
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the absurd conventional untruth of political equality dressed 
out in the garb of collective irresponsibility, and the myth of 
“happiness” and indefinite progress, But, if democracy may 
be conceived in diverse forms—that is to say, taking democracy 
to mean a state of society in which the populace are not recluced 
to impotence in the Stale—Fascism may write itself down as 
“an organized, centralized, and authoritative democracy.” 
Fascism has taken up an attitude of complete opposition to 
the doctrines of Liberalism, both in the political field and the 
field of economics. There should be no undue exaggeration 
(simply with the object of immediate success in controversy) 
of the importance of Liberalism in the last century, nor should 
what was but one among many theories which appeared in 
that period be put forward as a religion for humanity for all 
time, present and to come. Liberalism flourished for only 
halfacentury. It was born in 1830 in reaction against the Holy 
Alliance, which had becn formed with the object of divert- 
ing the destinies of Europe back Lo the period before 1789, 
and the highest point of its success was the year 1848, when 
even Pius IX was a Liberal, Immediately after that date it 
began to decay, for if the year 1848 was a year of light and 
hope, the following year, 1849, was a year of darkness and 
tragedy. The Republic of Rome was dealt a mortal blow by 
a sister republic—that of France—and in the same year Marx 
launched the gospel of the Socialist religion, the famous Com- 
munist Manifesto. In 185r Napoleon III carried out his far 
from Liberal coup d'état and reigned in France until 1870, 
when he was deposed by a popular movement as the conse- 
quence of a military defeat which must be counted as one of 
the most decisive in history. The victor was Bismarck, who 
‘knew nothing of the religion of liberty, or the prophets by 
: Which that faith was revealed, And it is symptomatic that such 
fa thighly civilized people as the Germans were completely 
fignorant of the religion of liberty during the whole of the 
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nineteenth century. It was nothing but a parenthesis, repre. 
sented by that body which has been called “TheMtidiculous 
Parliament of Frankfort,” which lasted only for a short period, 
Germany attained her national unity quite outside the doc- 
trines of Liberalism—a doctrine which seems entirely foreign 
to the German mind, a mind essentially monarchic—while 
Liberalism is the logical and, indeed, historical forerunner of 
anarchy, The stages in the achievement of German unity are 
the three wars of ’64, 66, and ’vo, which were guided by such 
“Liberals” as Von Moltke and Bismarck. As for Italian unity, 
its debt to Liberalism is completely inferior in contrast to that 
which it owes to the work of Mazzini and Garibaldi, who 
were not Liberals, Had it not been for the intervention of the 
anti-Liberal Napoleon, we should not have gained Lombardy; 
and without the help of the again anti-Liberal Bismarck at 
Sadowa and Sedan it is very probable that we should never 
have gained the province of Venice in ’66, or been able to 
enter Rome in *yo. From 1870 to 1914 a period began during 
which even the very high priests of the religion themselves 
had to recognize the gathering twilight of their faith—de- 
feated as it was by the decadence of literature and atavism in 
practice—that is to say, Nationalism, Futurism, Fascism, ‘The 
era of Liberalism, after having accumulated an infinity of 
Gordian knots, tried to untie them in the slaughter of the 
World War—and never has any religion demanded of its 
votaries such a monstrous sacrifice. Perhaps the Liberal Gods 
were athirst for blood? But now, today, the Liberal faith 
must shut the doors of its deserted temples, deserted because 
the peoples of the world tealize that its worship—agnostic in 
the field of economics and indifferent in the field of politics 
and morals—will lead, as it has already led, to certain ruin, In 
addition to this, let it be pointed out that all the political hopes 
si hespresent day are anti-Liberal, and it is therefore supremely 

Hdjcylous to try to classify this sole creed as outside the judg- 
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ment of history, as though history were a hunting ground 
reserved for the professors of Liberalism alone—as though 
Liberalisni were the final unalterable verdict of civilization, 

But the Fascist negation of Socialism, Democracy, and 
Liberalism must not be taken to mean that Fascism desires 
to lead the world back Lo the state of aflairs before 1789, the 
date which scems to be indicated as the opening years of the 
succeeding semi-Liberal century: we do not desire to turn 
back; Fascism has not chosen De Marstre for its high-priest,;’ 
Absolute monarchy has been and can never return, any mort 
than blind acceptance of ecclesiastical authority. 

So, too, the privileges of the [eudal system “have been,” and 
the division of society into castes impenetrable from outside, 
and with no intercommunication among themselves: the Fas- 
cist conception of authority has nothing to do with such a 
polity. A party which entirely governs a nation is a fact 
entirely new to history, there are no possible references or 
parallels, Fascism uses in its construction whatever clements 
in the Liberal, Social, or Democratic doctrines still have a liv- 
ing value; it maintains what may be called the certainties 
which we owe to history, but it rejects all the rest—that is to 
say, the conception that there can be any doctrine of unques- 
tioned efficacy for all times and all peoples. Given that the 
nineteenth century was the century of Socialism, of Liberalism, 
and of Democracy, it does not necessarily follow that the 
twentieth century must also be a century of Socialism, Liberal- 
ism, and Democracy: political doctrines pass, but humanity 
remains; and it may rather be expected that this will be a 
century of authority, a century of the Left, a century of Fas- 
cism. For if the nineteenth century was a century of indi- 
vidualism (Liberalism always signifying individualism) it 
may be expected that this will be the century of collectivism, 
and hence the century of the State. It is a perfectly Wgi 
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deduction that a new doctiine can utilize all the still vital 
elements of previous doctrines, 

No doctrine has ever been born completely new, completely 
defined and owing nothing to the past; no doctrine can boast 
a character of complete originality; it must always derive, if 
only historically, from the doctrines which have preceded it 
and develop into further doctrines which will follow. Thus 
the scientific Socialism of Marx is the heir of the Utopian 
Socialism of Fourier, of the Owens and of Saint-Simon; thus 
again the Liberalism of the eighteenth century is linked with 
all the advanced thought of the seventeenth century, and thus 
the doctrines of Democracy are the heirs of the Encyclopedists. 
Every doctrine tends to direct human activity towards a deter- 
mined objective; but the action of men also reacts upon the 
doctrine, transforms it, adapts it to new needs, or supersedes 
it with something else. A doctrine then must be no mere 
exercise in words, but a living act; and thus the value of Fas- 
cism lies in the fact that it is veined with pragmatism, but at 
the same time has a will to exist and a will to power, a firm 
front in face of the reality of “violence.” 

The foundation of Fascism is the conception of the State, 
its character, its duty, and its aim, Fascism conceives of the 
State as an absolute, in comparison with which all individuals 
or groups are relative, only to be conceived of in their relation 
to the State. The conception of the Liberal State is not that 
of a directing force, guiding the play and development, both 
material and spiritual, of a collective body, but merely a force 
limited to the function of recording results: on the other hand, 
the Fascist State is itself conscious, and has itself a will and a 
personality—thus it may be called the “ethic” State. In 1929, 
at the first five-yearly assembly of the Fascist régime, I said: * 

“For us Fascists, the State is not merely a guardian, pre- 
occupied solely with the duty of assuring the personal safety 
oftthe citizens; nor is it an organization with purely material 
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aims, such as to guarantee a certain Jevel of well-being and 
peaceful conditions of life; for a mere council of administra- 
tion would be sufficient to realize such objects. Nor is it a 
purely political creation, divorced from all contact with the 
complex material reality which makes up the life of the indi- 
vidual and the life of the people as a whole. The State, as 
conceived of and as created by Fascism, is a spiritual and 
moral fact in itself, since its political, juridical, and economic 
organization of the nation is a concrete thing: and such an 
organization must be in its origins and development a mani- 
festation of the spirit. The State is the guarantor of security 
both internal and external, but it is also the custodian and 
transmitter of the spirit of the people, as it has grown up 
through the centuries in language, in customs, and in faith. 
And the State is not only a living reality of the present, it is 
algo linked with the past and above all with the future, and 
ih transcending the brief limits of individual life, it repre- 
sehts the immanent spirit of the nation. The forms in which 
States express themselves may change, but the necessity for 
such forms is eternal. It is the State which educates its citizens 
in civic virtue, gives them a consciousness of their mission 
and welds them into unity; harmonizing their various interests 
through justice, and transmitting to future generations the 
mental conquests of science, of art, of law and the solidarity 
of humanity. It leads men {rom primitive tribal life to that 
highest expression of human power which is Empire: it links 
up through the centuries the names of those of its members 
who have died for its existence and in obedience to its laws, 
jt holds up the memory of the leaders who have increased its 
‘territory and the geniuses who have illumined it with glory 
4s an example to be followed by future’ generations. When 
the conception of the State declines, and disunifying and 
centrifugal tendencies prevail, whether of individuals or of 
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particular groups, the nations where such phenomena appear 
are in their decline.” 

From 1929 until today, evolution, both political and eco- 
nomic, has everywhere gone to prove the validity of these 
doctrinal premises. Of such gigantic importance is the State, 
It is the force which alone can provide a solution to the 
dramatic contradictions of capitalism, and that state of affairs 
which we call the crisis can be dealt with only by the State, 
as between other States. Where is the shade of Jules Simon, 
who in the dawn of Liberalism proclaimed that, “The State 
must labor to make itself unnecessary, and prepare the way 
for its own dismissal”? Or of McCulloch, who, in the second 
half of the last century, affimed that the State must guard 
against the danger of governing too much? What would the 
Englishman, Bentham, say today to the continual and*in-, 
evitably-invoked intervention of the State in the spher@ of 
economics, while according to his theories industry shold 
ask no more of the State than to be left in peace? Orvlihe 
German, Humboldt, according to whom the “lazy” State 
should be considered the best? It is true that the second wave 
of Liberal economists were less extreme than the first, and 
Adam Smith himself opened the door—if only very cautiously 
—which leads to State intervention in the economic field: but 
whoever says Liberalism implies individualism, and whoever 
says Fascism implies the State. Yet the Fascist State is unique, 
and an original creation, [t is not reactionary, but revolu- 
tionary, in that it anticipates the solution of the universal 
political problems which elsewhere have to be settled in the 
political field by the rivalry of parties, the excessive power of 
the parliamentary régime and the irtesponsibility of political 
assemblies; while it meets the problems of the economic field 
by a system of syndicalism which is continually increasing in 
importance, as much in the sphere of labor as of industry: 
and in the moral field enforces order, discipline, and obedience 
to that which is the determined moral code of the country. 
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Fascism desires the State to be a strong and organic body, at 
the same time reposing upon broad and popular support. The 
Fascist State has drawn into itself even the economic activities 
of the nation, and, through the corporative social and educa- 
tional institutions created by it, its influence reaches every 
aspect of the national life and includes, framed in their 
respective organizations, all the political, economic and spiritual 
forces of the nation, A State which reposes upon the support 
of millions of individuals who recognize its authority, are 
continually conscious of its power and are ready at once to 
serve it, it is not the old tyrannical State of the medieval lord 
nor has it anything in common with the absolute governments 
either before or after 1789. The individual in the Fascist State 
is not annulled but rather multiplied, just in the same way 
fa soldier in a regiment is not diminished but rather 
feased by the number of his comrades. The Fascist State 
izes the nation, but leaves a sufficient margin of liberty 
ithe individual; the latter is deprived of all useless and 
péssibly harmful freedom, but retains what is essential; the 
deciding power in this question cannot be the individual, but 
the State alone, 

The Fascist State is not indifferent to the fact of religion in 
general, or to that particular and positive faith which is Italian 
Catholicism. The State professes no theology, but a morality, 
and in the Fascist State religion is considered as one of the 
deepest manifestations of the spirit of man; thus it is not only 
respected but defended and protected. The Fascist State has 
never tried to create its own God, as at one moment Robes- 
pierre and the wildest extremists of the Convention tried to 
do; nor does it vainly seek to obliterate religion from the hearts 
of men as does Bolshevism: Fascism respects the God of the 
ascetics, ‘the saints and heroes, and equally, God as He is 
perceived and worshipped by simple people. 

The Fascist State is an embodied will to power and govern- 
ment: the Roman tradition is here an ideal of force in action. 
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According to Fascism, government is not so much a thing to 
be expressed in territorial or military terms as in terms of 
morality and the spirit. It must be thought of as an empire— 
that is to say, a nation which directly or indirectly rules other 
nations, without the need for conquering a single square yard 
of territory. For Fascism, the growth of empire, that is to 
say the expansion of the nation, is an essential manifestation 
of vitality, and its opposite a sign of decadence. Peoples 
which are using, or rising again afler a period of decadence, 
are always imperialist; and renunciation is a sign of decay and 
of death. Fascism is the doctrine best adapted to represent 
the tendencies and the aspirations of a people, like the people 
of Italy, who are rising again after many centuries of abase- 
ment and foreign servitude, But empire demands discipline, 
the codrdination of all forces, and a deeply felt sense of duty 
and sacrifice: this fact explains many aspects of the practical 
working of the régime, the character of many forces ine 
State, and the necessarily severe measures which must be takén 
against those who would oppose this spontaneous and in- 
evitable movement of Italy in the twentieth century, and would 
oppose it by recalling the outworn ideology of the nineteenth 
century—repudiated wheresoever there has been the courage 
to undertake great experiments of social and political trans- 
formation: for never before has the nation stood more in need 
of authority, of direction, and of order. If every age has its 
own characteristic doctrine, there are a thousand signs which 
point to Fascism as the characteristic doctrine of our time, For 
if a doctrine must be a living thing, this is proved by the fact 
that Fascism has created a living faith; and that this faith is 
very powerful in the minds of men is demonsrated by those 
who have suffered and died for it, 

Fascism has henceforth in the world the universality of all 
those doctrines which, in realizing themselves, have represented 
a stage in the history of the human spirit. 

Bok 
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Aims and Policies of 
The Fascist Régime In Italy’ 


Beniamino de Ritis 


Fascism is opposed to Communism, to class warfaie, 
internationalism and parliamentatianism. It is opposed to 
pailiamentary government, because that form of govern- 
ment is held responsible for hninging Italy to an impasse 
which only Fascism could 1elieve. In so far as pacifism 
circumscibes national ambition and imperialism, fa1- 
reaching constitutional economic and social reforms in 
preparation for war purposes were made by Signor Mus- 
solini during the latter part of March (1931). The Cham- 
sber of Deputies was suppressed and replaced by the 
National Assembly of Coiporations; every branch of 
national activity was subjected to governmental discipline; 
a new régime of higher social justice was founded on the 
concept that workers should be considered as collaborators 
of capital with equal rights and equal duties. 

The replacement of the Chamber of Deputies by a Na- 
tional Council of Corporations was the result of almost 
two years of planning. According to Fascist theory, 
economic liberalism is bankrupt; for this reason the State 
must be the directing agent of a modern industrial 
society —F, M. 2 


nti 476, the history of Italy was largely the history of 
Rome and the World. During the Middle Ages Italy 
was the domain of religion and art, and even under foreign 
dominations her contribution to civiliation has been second 
to that of no nation of Europe in every field of erideavor. 


te 


1 Address delivered before the Insutute of Public Affaiis at the Univeisity of Vir- 
ginia, July 3, 1934, Reprinted from Inéer'national Conciliation, No. 306, by permis: 
ailon of the Carnegie Endowment for Intetnational Peace, 
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During the second half of the last century from a number of 
separate and conflicting states into which, since the fall of the 
Roman Empire, the peninsula had been divided, Italy created 
a united nation and recovered the place of a dominant factor; 
in the drama of world history. ' 

The Italian Risorgzmento was completed by the great 
victory in the World War and Italy is now mistress of her 
frontiers, 

For the first time after centuries of foreign dominations 
and internal divisions Italy does not pride itself only upon the 
glories of the past, but looks forward and endeavors to build 
up the giandeur of the future. Fascismo means pioneering 
in human, social, and ethical fields. The frontier is between 
what was the old easy-going life, and what is the new world 
of economic struggles and social problems, ‘The pioneering 
spirit manifests itself in a way which is inevitably stern; it 
requires action. In this combination of pioneering complex, 
looking forward to the future, and powerful forces of tradi- 
tion handed down throughout the centuries, lies the unique 
character and striking originality of the Fascist Revolution 
which is taking place, and widening and enforcing itself, in 
that twilight zone which represents the interval between the 
old generations and the rising ones. 

The post-War period was the darkest that Italy has passed 
through since the unification of the nation, The immense 
disappointment of the Peace Conference, where Italy, not- 
withstanding her heavy sacrifices, was treated like a poor 
relation, gave way to subversive forces, and the country was 
on the verge of bolshevism and bankruptcy. Italy instinctively 
felt the necessity of creating a new order when she gave birth 
to Fascismo. The alternative was civic suicide. There was, 
after the War, a fundamental problem to be tackled and prop- 
erly solved, the problem of governing the country, the problem 
of living and working. 
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The genius of Mussolini inspired the movement which 
started wader the banner of the so-called Fasci and promised 
to meet, and solve these problems by the doctrine of a strong 
, State, and by subordinating everything to the State as the 
colléctive expression of all national interests, And so, Fascism 
became the interpreter of the emotions and. hopes of millions 
‘of Italians, and especially of the rising generations, 

“Under this aspect, Fascism is a revolution, a great revolution 
of universal significance and appeal. Mussolini is the creative 
symbol of a new type of Italian, a “hard-boiled” Italian, 
morally and physically tained to face new economic realities, 
new proggessive social forces, new international circumstances 
and difficulties. 

I venture to say that Fascism was from the very beginning 
inspired with the conviction that the War did not come to an 
end when the Armistice was signed. It ended only in the 
physical and material sense of the word. Spiritually, morally, 
and economically, it continued on account of interracial dis- 
turbances and general discontents. This new kind of war, 
I would say sub-war, needed for Italy especially a new con- 
structive leadership, new relations between government and 
business. Indeed, back of the scenes of Fascism was the 
popular discontent with the results of the Versailles Treaty, 
Back of the scenes was a Europe broken into warring economic 
units. Back of the scencs was an overcrowded country that 
needed additional territory more tha any of the other Allies 
in the War, and had received practically nothing, 

A great nation cannot indulge in a passive policy of re- 
criminations, Fascismo meant, first of all, a strong appeal to 
all vital forces in the country. The real wealth of Italy is man 
power, and in order to manage this greatest of all raw ma- 
terials, Mussolini established a new form of State which is 
conceived, not as an aggregate of groups and individuals, but 
as a spiritual entity in which the individual is not eliminated, 
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but subordinated to society. Fascism means a place for every- 
one, and everyone in his place. It is really democracy, organ- 
ized into an all-embracing State which is much less political 
than it is ethical, educational, and social. 

The enrolment in professional organizations is open to all 
Italians, and they take the place of the political parties. They 
reflect all the various aspects of national life. Each member 
of a Syndicate casts a ballot in the election which creates its 
directive body. These, in turn, through their representatives, 
participate directly in the superior organization of the govern- 
ment. This system departs radically from the accepted 
doctrines of Liberalism and Socialism and Democracy, but is 
proving to be the most suttable for Italy’s orderly development 
as well as its progress in world affairs. 

We have already said that Fascism is much more ethical, 
social, and economic than political, The political structure 
is featured by the merging of the Fascist Party in the State. 
The executive power 1s exercised by the King with the aid 
of his government. The government is composed of the Prime 
Minister and other ministers, 

The Prime Minister is the “head of the government.” He 
directs and codrdinates the work of the government, and is 
responsible to the King for its general political direction, The 
Fascist Grand Council is the supreme codrdinating organ of 
the State, and is vested with the power to regulate succession 
to the government. 

By the law of December 9, 1928, the Grand Council, which 
was and remains the governing body of the Fascist Party, was 
transformed into a constitutional organ of the State, charged 
with effecting a synthesis of the country’s political, economic, 
and social forces. 

The law of May 17, 1928, establishes a single electoral dis- 
trict; the nation. Eight hundred candidates are to be 
designated by Fascist syndicates, and two hundred by the 


4 
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legally constituted bodies and by associations, the scope of 
which is cultural, educational, charitable, or propagandist, 
and which exist owing to the fact that they are of national 
importance. Candidates are assigned to the various organiza- 
tions in accordance with the relative weight of the latter in 
the productive life of the country. The candtdates must be 
men not only of recognized professional ability, but capable as 
well “.,. of furthering the historical aims of the nation.” 

The Senate, according to the constitution, is composed of 
princes of the royal house, and an unlimited number of mem- 
bers nominated by the King from among twenty-one specified 
categories, 

Centralization of power, which constitutes a basic policy 
of Fascism, has been applied to local government as well, By 
a law of April 3, 1926, the powers of the prefect were ex- 
tended to all State activities within his province, with the 
exception of justice, war, marine, and aeronautic, 

The elective sindaco (mayor) and municipal council have 
been replaced by a podesta, appointed by the government, and 
a council partly appointed by the prefect and partly elected 
by syndicates and other organizations. 

The economic structure of the Fascist State is made up of 
the syndicates, These are of interest to the world at large. 

The guild State may be described as a unique example of 
constructive revolution, Essentially conservative of national 
wealth and of all characteristic racial and social values, the 
guild State is highly responsive to modern needs, 

The first step toward giving the productive forces of the 
nation corporate life was taken by enacting the law of April 
3, 1926, giving juridical status to registered occupational 
anions (sindacati) of employers and employed in agriculture, 
industry, commerce, banking, land transports, sea and air 
transports, the arts and professions, and conferring on each 
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of these unions the legalgright to represent the professional 
interests of all engaged in the occupation it covered. 

This act, and the regulations issued in July of the same year 
for instrumenting it, foresaw the possibility that the separate 
unions of employers and employees, placed on a Looting of full 
equality for dealing with wages and conditions of labor and 
for the stipulation of collective agreements binding on both 
sides, might unite to form “guilds” (corporazion) for the 
purpose of considering the interests of the several occupations 
in their broader aspects as affecting production and trade, 
But though this development was expressly foreseen, no steps 
were then taken to give it effect. All such action would 
have been premature if undertaken before the accomplishment 
of the immense task of organizing on a nation-wide scale, and 
for all forms of work, the syndical representation of employers 
and employees. 

A further step was taken by the Labor Charter, adopted by 
proclamation on April 21, 1927, when it contemplated the 
future establishment of guilds and defined their status as being 
that of “organs of the State,” thus making it clear that the 
functions to be assigned them would go beyond those of mere 
joint unions or syndicates of employers and employed for the 
consideration of economic problems affecting them. But in 
1926 the guilds were still an ultimate and not an actual feature 
of Fascist economic life. Before bringing them into existence 
it was essential that the syndical organization should acquire 
that practical experience which alone can correct the short- 
comings of theoretical formulae, 

In Match, 1930, Parliament passed an act establishing the 
National Guild Council, often since described as an “economic 
parliament.” On its seven sections, corresponding to the seven 
main branches of economic activity, contemplated by the Act 
of April 1926, the syndical unions of employers and employed 
have equal representation, while ex officio members represent 
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the government departments conggrned. The sections are 
presided over by government offidials, the Council as a whole 
having as its president the head of the government. 

In the first stage of their work these sections were described 
as “connecting links” (organi di collegamento) between the 
State and the economic activities they represented. After an 
experience of months, a deciee conferred on them the full 
functions and powers of guilds (corporazion?), and raised them 
definitely to the status of organs of the State for the regulation, 
coordination, and promotion of productive activities in the 
national interest. 

The National Guild Council acts not only in a consultative 
and advisory but also, within well-defined limits, in a legis- 
lative capacity, Through the guilds the producing classes— 
employers and employees being represented on an equal foot- 
ing—are thus called to direct, codperate, and participate in the 
elaboration and instrumentation of national economic policies. 
They are the organs on which the government relies for effect- 
ing those readjustments in the field of technical, administra- 
tive, financial, and commercial organizations which have 
enabled Italian industry and agriculture to emerge, reorganized 
and strengthened on new roads to recovery. 

Ten million Italian votcrs gave Benito Mussolini and the 
Fascist régime an overwhelming victory in a national plebiscite 
on March 25, The plebiscite showed the nation’s faith in its 
leader and was meant to ratify his acts in international as 
well as internal affairs, 

Tt is expected that the present Chamber of Deputies will be 
called on to transform itself definitely in favor of the new 
corporative form of representative government. It must be 
noted that the present stage of the guild development in Italy 
has been preceded by eight years of syndical organization dur- 
ing which registered industrial and professional unions of 
employers and employees in all branches of activity wore 
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organized and brought .within the framework of the State, 
The turning point of this development was marked by the 
last act of the former Chamber by approving of the bill pro- 
viding for the formation of guilds representing the various 
branches of production, This act insures the direct participa- 
tion of the people as represented by employers and employees, 
technicians, experts, craftsmen, and intellectuals in the man- 
agement and the direction of Italian economics and social 
life. 

Twenty-two corporations are being set up under this new 
Han. They will be made up of representatives of capital and 
labor, but will be controlled by the Fascist Party government. 
Mussolini will create the corporations by decree as soon as he 
considers the occasion ripe.’ 

The corporations are as follows: x, cereals; 2, garden 
products; 3, grape wine; 4, oils; 5, sugar; 6, animals, bus- 
bandry and fishing; 7, wood; 8, textiles; 9, metallurgy and 
mechanics; 10, chemicals; rx, clothing; 12, paper and presses; 
13, building trades; 14, public utilities (water, gas, electricity); 
15, mining; 16, glass and pottery; 17, credit and insurance; 
18, arts and professions; 19, shipping and aviation; 20, internal 
communications; 21, theatre; and 22, hospitality (hotels, 
travel, restaurants). 

Every effort has been made in evolving the system of cor- 
porations to bring into each one all the interests concerned with 
that branch of national economy, from the farmer who grows 
the raw material or the miner who digs it out of the earth to 
the salesman who places the finished product in the hands of 
the public. 

The textile corporation, for example, includes, among others, 
the representatives of capital and labor, textile machinery, 
sheep raising, spiining, weaving, dyeing, clipping of textiles, 





*The corporations were inauguiatud on November 10, The New York Times, 
November 11, 1934. 
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and wholesale and retail dealers. The corporation for the 
arts and professions includes representatives of lawyers, doctors 
of economics, notaries, accountants, physicians, surgeons, 
druggists, veterinarians, nurses, dentists, midwives, architects, 
civil engineers, farm experts, surveyors, chemists, journalists, 
musicians, and dealers in art. 

The principles embodied in this act were expounded in a 
history-making speech by the Duce concerning the crisis and 
reform of modern capitalism. The Duce said: 


If liberal economy is the economy of individuals in a state 
of more or less complete liberty, Fascist guild economy is 
that of individuals, of associated groups, and also of the 
State. And what are its characteristics? What are the 
characteristics of guild economy? 

Guild or corporative economy respects the principle of 
private property, Private property completes human per- 
sonaliuy, It isa right, and if it be a right it is also a duty. 
So much so that property should be considered in its social 
function, not therefore as passive ownership but as active 
ownership, which does not merely enjoy the fruits of 
wealth but develops, increases, and multiplies them. Guild 
economy respects private enterprise, The Labor Charter 
specifically states that it is only when private enterprise 
is deficient, lacking, or inadequate that the State intervenes, 
Tt is obvious, for instance, that only the government with 
the powerful means at its disposal can reclaim the Pontine 
marshes, 

Guild economy introduces order in the economic field, 
Ié there be one phenomenon which requires regulating, 
and which should be directed toward certain fixed abjec- 
tives it is precisely the economic phenomenon for it 
concerns the whole nation. 

Not only must industrial economy be regulated, but 
agricultural economy (when times were easy certain 
farmers also ran off the tracks), commercial economy, 
banking and even artisan activities. How should this 
regulation be carried out in practice? Through the self- 
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discipline of the categories concerned. It is only in the 
second 1esoit when the categories fail to come to an agrec- 
ment and to secure the due balance of forces, that the gov- 
ernment may intervene; and it will have the sovereign 
right to do so, in this field as in others, for the govein- 
ment repregents the other term of the equation: the con. 
umer, the anonymous mass, which being unorganized in 
ts capacity of consumer must be safeguarded by the organ 
representing the collective body of ciuzens, : 


The principal aim of the new system is to protect the col. 
igctive interests of the people against the excessive pressure of 
'special interest. This protection is provided through the par- 

ticipation in the guilds of the officials representing the govern- 
ment and members of the Fascist Party representing the public, 
Moreover the guild acts must be ratified by the general assem- 
bly of the National Guild Council in which all branches of 
economic activities are represented. The supreme control and 
authority of the State are insured by the fact that no law might 
be enacted or enforced before being embodied in a decree 
properly issued by the head of the government. One of the 
most important functions of the guilds is a conciliatory one. 
For this purpose which is the central problem of all social and 
economic experiments going on in the shaken world today 
the guilds set up special Boards which will endeavor to settle 
collective labor disputes affecting the interests they represent. 
The conciliatory functions are harmonized and completed 
with, advisory powers on all questions submitted to them by 
government and codrdinating powers of social services and 
administrative rules concerning both employers and employees. 
In these provisions are the striking originality and novelty 
of the Italian solutions of present social and economic problems. 
The aim is to organize self-discipline of production, and insure 
social justice and national unity of progress. 


+b & 


SIDNEY Il00K B25 


Gy) 


The Democratic and Dictatorial Aspects of Socialism 
and Communism! 


Sidney Hook 


Although communism iecognizes the necessity of the 
functional machinery provided by the “State,” it repudi- 
ates the “State” as an instiument for the coeicion of one 
class by another, G. D. H. and Margaret Cole have argued 
that communism has only an incidental interest in offering 
an altetnative fo1m of political organization to the parlia- 
mentary state; in their opinion, the basic purpose of com- 
munism is neither to offer a new political theory, nor to 
recommend “new or improved means of working out the 

implications of political demociacy.” Its primary object 
is “to accomplish a radical change in the conditions under 
which political and economic institutions alike are to 
operate.” * 

Since it is not possible, however, to uansfoim society 
immediately from capitalism to communism, the adherents 
of this philosophy contend that there must be an inter , 
mediary or transitional period in which the proletariat will 
be able to unify its forces for the establishing of a classless 
society, Tn the terminology of Marx, this period is known 
as the “Dictatorship of the Proletariat,” and in his scheme 
of things to come, is synonymous with a “workers’ democ- 
racy”; it is a part of a process whereby an economically 
classless society will be reached. The ultimate form of 
economic organization contemplates complete socialization 
of the instuuments of production and the abolition of social 





41 Address delivered before the Institute of Public Affairs at the University 
Virginia, July 4, 1934. Reprinted from Inéernational Conciliation, No, 305, | 
permission of the Carnegie Endowment for International Peace and with gon 
changes and additions by the author. 

4Cole, G. D. IL, and M ‘, The Intelligent Man's Review of Enropa Toda 
Knopf, New York, 1933, Pe 477: 
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classes; it postulates the development of a kind of society 
wherein present political conceptions of fice enterprise will 
have little meaning —F. M. 


't Has sometimes been said that the question of democracy 
I or dictatorship is the most crucial problem of our age. Put ” 
this way, I regard the antithesis as a profound error which 
flows from isolating the political phase of the socio-economic 
process, and considering 1t to be the chief independent causal 
factor in molding patterns of social thought and behavior, It 

istakes what is indisputably the most dramatic conflict of 
different methods of rule, which rises to the surface of social 
life in every troubled period, for the organic “contradictions” 
in the body politic. Focusing upon the political struggle, 
whether this is fought out in public forum or battlefield, it 
loses sight of the deeper social issues which press for solution, 
and introduces confusion into the purposes of the political 
protagonists themselves, 

On the other hand, there are some who call themselves 
socialists or communists who regard political forms as merely 
instrumental to social processes and conflicts, ‘Their social 
ideal is conceived purely as an efficiently functioning economic 
machine in which the profit motivé and property rights in the 
instruments of production have been eliminated, and material 
want in the face of possibilities of plenty abolished. Political 
forms are conceived and evaluated only in relation to their 
usefulness in effecting the transition from capitalist economy 
to socialist economy, and in furthering the efficient operation 
of the latter, Any other approach to the question of political 
organization is characterized as formalism, “rotten liberdlism,” 
or worse, ‘he result is a failure to see that economic organiza- 
tion in a planned society can only supply the means and 
instruments of the good life but not its ideals; and that the 
political form of society, whgn socialism is established, not only 

: 


SIDNEY HOOK 827 


has a bearing upon its efficiency but upon the whole complex 
of moral and cultural values with which socialism has been : 
traditionally idenufied, 

What I wish to do now is (1) to argue that the fundamental 
issue of modern times is not democracy versus dictatorship but 
capitalism versus socialism, (2) to present the Marxian con- 
ception of the nature of a genuine workers’ democracy, (3) to 
test the claims of the present Russian State to be a workers’ 
democracy by the criteria of Marxism, and finally (4) to main- 
tain that the ideals expressed in the Declaration of Ind 
pendence, “the equal right to life, liberty and the pursuit ¢ 
happiness,” and the American dream of “equal opportunity for 
every individual” can be achieved only in a classless society. 


I 


That democracy or dictatorship taken as political abstractions 
are not the fundamental issues of social life today may be 
established by a variety of considerations. . First, there has 
never been a time in class society—ancient, meclieval, or mod- 
ern—in which the question of democratic or dictatorial rule 
has not agitated the minds of men. Struggles for power have 
always meant a conflict between one group—already in the 
possession of power democratically shared among themselves 
—and another group, excluded from power, and struggling in 
the name of universal democracy to achieve it. zAthenian 
democracy was an undisguised dictatorship over the Athenian 
slaves; the ruling trinity of crown, church, dnd nobility was 
a dictatorship over the serfs, and latér over the bourgeois entre- 
preneur and his “hands”; for did the democratic victory of 
the bourgeoisie change the social status of the worker and 
peasanh, Every oppressed class has fought under the slogans 
of democracy arid freedom in order to impose its social rule 
upon another class. Merely, then, to pose the abstract question 
of democracy versus dictatorshitai@Whose formal arguments 
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pro and con were already old in the days of Plato and Sophists) 
‘is to overlook the specific social and historical problems out of 
which the discussions arise. It is these historical problems 
which are the order of the day, that constitute the really 
relevant and significant issues behind the conflict of cloudy 
definitions, 

Secondly, just as soon as we ask questions about the concrete 
content of democratic claims at any time, we note that there is 
never a demand for democracy in everything just as there is 

“hever an imposition of a dictatorship in everything. Some 
things—like technical capacity and artistic talent—cannot be 
democratically shared; and some things—like personal prefer- 
ences—cannot be commanded: This is clear when the con- 
crete issues revolve around property rights. No one has ever 
demanded private property rights in everything just as no one 
has ever agitated for their abolition in everything. 

A struggle for democracy is always a struggle for particular 
rights which a governing or possessing class makes it difficult 
to attain. The historical content of the democratic claims of 
the bourgeoisie was the right to buy or sell in the open market, 
to hire or fire free-born laborers, to carry on trade without 
paying tribute, and so on. The extension of the franchise was 
the legal seal of approval upon a social position already gained 
by more direct methods than those of due process of law. "The 
historical content of the democratic claims of the working class 
which aided the bourgeoisie to come to power was the right to 
organize, to control the conditions of work, and to achieve a 
standard of life above that of animal subsistence, The exten- 
sion of the franchise to the workers was wor the legal seal of 
approval upon their rights because they had zoz, like the 
bourgeoisie, gained social power, Mechanisms of franchise 
and representative government are not the instrumentalities by 
which social power is won; they can, however, be among the 
effective means by whicligigis retained. The democracy won 


SIDNEY HOOK 829 


by the bourgeoisic made it impossible Lor the democratic claims 
of the workers to be realized, for these could be attained only , 
by eliminating the social power of the bourgeoisic as a class, 
From the point of view of the worker, the political democracy 
of the bourgeoisie meant the social dictatorship of the bour- 
geoisie; from the point of view of the bourgeoisie, the social 
democracy of the worker means the political dictatorship over 
the bourgeoisie. 

The real question, when fundamental social interests are at 
stake, always reduce itself to—rhose democracy? whose dic- 
tatorship? and this, in turn, means relating these slogans with 
the classes and groups struggling for social control in the world 
today. ‘The political slogans of a party must be tested by its 
attitude toward the source of ownership and control of the 
social instruments of production, From this point of view, 
when the Fascists today call for political dictatorship or their 
liberal opponents call for the retention of political democracy— 
no matter how significant their differences may be in other 
respects (especially for the formation of an anti-fascist front)— 
they both represent the same social dictatorship against the 
working class. The existence of this dictatorship, no matter 
what political form it takes, follows, as can be demonstrated 
in a few steps, from the existence of private property rights in 
the social instruments of production, 


B34 


What isa right? A right is any claim made by an individual 
or a class to the possession of things or the use of services which 
the State stands ready to enforce, What is a property right? 
A property right is a right to exclude others from the posses- 
sion, use, or enjoyment of that to which we claim ownership. 
A property right in land means a right to put people off the 
land; a property right in factories means a right to exclude 
others from using them, and,go f@Huti’ Property rights, then, 
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in the instruments by whose use people must live, give power 

over those who must live by them. That is why every class 
society, where a class 1s defined by the réle which a group 
plays in the process of social production, represents a dictator- 
ship in essential things of one class over another, independently 
of the political forms which prevail. 

In capitalist society the widespread ramifications which the 
ownership of the means of production take reinforce the power 
of the owning class over those who are free of property in the 
means of production—and this independently of the intentions 
of the owners. The right guaranteed by a political democracy 
to the employer to invest or not to invest in this industry or 
that, may affect the possibility and conditions of employment, 
and everything which depends upon it of thousands upon 
thousands of workers, The right to manufacture anything for 
the market means the actual power of the owners as a class to 
determine what the rest of the population shall consume, and 
the level, quality, and “style” of the consumption as well. In 
short, the rights which bourgeois democracy was called into 
existence to enforce, v/z,, the rights to invest capital or with- 
draw it; to buy, sell, or mortgage land; to merge, water, and 
manipulate stock; to monopolize, store, or destroy natural re- 
sources; to operate the press, movies, and radios as business 
enterprises; to control churches and schools—all this gives not 
only economic power over things but political, social, cultural, 
and (as a consequence of capitalist economy) military power 
over people as well. 

Since in capitalist society only a small minority holds own- 
ership—and the actual reins of control—over the means of 
production, what we really have under the guise of formal 
democracy is the dictatorship of a minority owning class. 
Where the working classes see through this guise and organize 
themselves, even peacefully, to take over political power as a 
means of changing the sdgial order, the mask of formal democ- 
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racy is’ dropped and the capitalist State adopts an open dicta- 
torial form in which “voting” may not be forbidden but in 
which the illusion that it makes a difference upon the course 
of affairs is no longer perpetuated. 

Against the dictatorship of the bourgeoisie, Marxists have 
always opposed the ideal of workers’ or proletarian democracy. 
Where they have spoken against formal democracy, it is not 
because they are opposed to democracy but to sham democracy. 
And a sham democracy for workers is one in which, no matter 
what their paper privileges, they cannot control the social con- 
ditions of life, Without social democracy, there can be no real 
democracy for the working class, 

In the nature of the case, a workers’ democracy based upon 
collective ownership and control of the means of production 
does not involve democracy for those elements in the popula- 
tion who are overtly preparing to nullify by force the will of 
the majority of the population and bring back a state of affairs 
which would make genuine social democracy impossible. 
Toward these clements, the workers’ State functions as an open 
dictatorship when it comes into existence, It consequently 
makes no pretense of representing the interests of all, Only 
the interest of the working and socially useful elements of the 
nation in shop, field, mine, school, office, and laboratory are its 
concern, 

In what way, it may be asked, is a workers’ democracy 
which functions as a dictatorship over a recalcitrant bour- 
geoisie superior to a bourgeois democracy which functions as 
a social, and under Fasgism as a political, dictatorship over the 
working class? According to Marxists, in at least two impor- 
tant respects. First, it expresses the interests of the overwhelm- 
ing majority of the population, and by providing a social 


8 For a more detailed consideation of the Marxlan theory of the State, ¢f. Ch, 
XVI In Towards the Understanding of Kal Mate, Uohn Day Publishing Com- 
pany, New York, 1933.) 
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environment in which human values rather than property 
values are the guiding principles of social action, establishes 
the objective conditions which permit of the widest develop- 
ment of free and creative personality. Sccondly, as the demo- 
cratic processes of socialist economy expand and embrace in 
their productive activities the elements of the population which 
were formerly hostile, the repressive functions of the State 
gradually disappear. When all groups have become volun- 
tary and trusted participants in the collective work of society, 
the distinction between worker and nonworker, proletarian 
and nonproletarian, no longer has political significance, and a 
society of true freedom and democracy for all becomes possible. 

It should be clear, then, that Marxists are not opposed to 
democracy, But they hold that a true democracy is possible 
only in a socialist society where, by virtue of a common admin. 
‘istration of the means of production, an objective social 
morality harmonizes the interests of men and establishes by 
genuine consensus the goals of social activity. 

The political basis of the workers’ State is the occupational 
activity of its citizens. The Workers’ Councils are the demo- 
cratically administered instrumentalities for organizing and 
controlling production, administering justice, and conducting 
the national defense, As the expression of the collective will 
of the workers, it is the ullimate source of all authority respon- 
sible to no one but itself, and the best judge of its own inter- 
ests. The task of the workers’ State is to build as much 
socialism as it possibly can in the country in which. it comes to 
power, and together with the workers of all countries aim to 
achieve the international revolution which is the condition 
precedent to an international socialist economy. 

T have preferred to use the term “workers’ democracy” in- 
stead of “dictatorship of the proletariat”—which are employed 
interchangeably in the writings of Marx and Lenin—for four 
reasons, First, there is so much loose talk about dictatorships 
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of the Left and Right, seemingly implying that both groups 
mean‘ the same thing by the term, that it is necessary in the 
interests of intellectual clarity to stress the democratic basis of 
the workers’ rule. Second, since bourgeois democracy is almost 
everywhere on the road to Fascist dictatorship, which is the 
unconcealed rule of monopoly capitalism, the fight for more, 
not less, democracy in social life offers the most effective politi- 
cal rallying point for opposing Fascism, and, in the struggle, 
achieving a workers’ democracy. Third, it indicates the 
method by which the workers’ State aims to reach the classless 
society: 7.¢., by the progressive expansion of democratic proc- 
esses to a point where the whole population is drawn into the 
ranks of the producers and the repressive functions of the State 
apparatus become unnecessary. ‘Fourth, the so-called Com- 
munist Party in this country and elsewhere, having abandoned 
the standpoint of Marx, understand by the phrase “the dicta- 
torship of the proletariat” what amounts to an undisguised 
“dictatorship over the proletariat” by the Communist Party. 
In order to sustain this “dictatorship over the proletariat,” the 
ruling bureaucracy of the Communist Party of Russia has 
adopted so many of the techniques of repression of Fascist 
governments that it is becoming increasingly difficult, for those 
who are unhistorical minded, to distinguish between them 
except on the basis of the differently colored ideological throat’ 
gargles which preface declarations of policy. ‘This represents 
a major corruption of Marxist theory, and among other rea- 
sons accounts for the indifference of the working masses in 
Western Europe and America to the Matxist philosophy. 


pase 


I now wish to turn to the Russian State and to inquire to 
what extent it isa workers’ democracy. If the principles indi- 
cated above are accepted, then it follows that the only legiti- 
nate criticism of the Russian State must be made from a 
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sympathetic point of view, from the point of view of the great 
masses of workers and producers and not from that of their 
class enemy. Unfortunately, most criticisms of Russia have 
come either fiom the standpoint of the class hostile to workers’ 
democracy, in whose eycs 11 appeals as a monstrous tyranny, 
or from the standpoint of the official so-called Communist 
Party, which is a branch of the Third International, now a 
subordinate atm of the Russian foreign office, and therefore 
committed to singing hosannas of praise at all times on all 
matters concerning Russian life. 

In one of his writings on the work of the Sovicts, Lenin 
wrote that “the Soviet State is a million times more demo- 
cratic than the most democratic bourgeois republic.” If we 
approach the problem of democracy not from the formal point 
of view of the registration of consent but of the actual power 
to control the conditions and direction of social life, Lenin's 
characterization will undoubtedly be found to be, in the main, 
quite correct for his own times, But ever since roaq there 
have been progressive restrictions upon workers’ democratic 
control, a growing intolerance of the expression of dissident 
opinion, and an apotheosis of leadership which is utterly for- 

“eign to Marxist thought and has its analogues only in Fascist 
states, And this despite the fact that Russia is far more stable 
today than she was in Lenin’s timeg, 

It is difficult to get an objective report of the actual social 
conditions in Russia. In order, therefore, to make the critical 
impact of my analysis more forcible, in the next paragraph I 
shall state the chief claims made for Russia by its most sympa- 
thetic partisans and concede them for purposes of argument. 
I shall then show that even granting all this, the Russian State 
is at least as different from a socialist workers’ democracy as 
a Fascist State like Germany is different from a progressive 
democratic capitalism. 

Russia today, it is said, possesses more working-class democ- 
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racy than any other country because through the elective bodies 
in the Soviet, trade umons, and codperatives, the workers exer- 
cise considerable control over the conditions of Russian social 
life. They enter as a direct factor in planning to a certain 
extent the Soviet economy. (Contrast the NRA with the 
Five-Year Plan.) They can publicly criticize the conditions 
under which they work, the personnel and quality of manage- 
ment, and their administrative superiors, Lo a degree unheard 
of and impossible in capitalist countries. They are encouraged 
to develop all their capacities in order to rise to higher and 
more skilled posts in production, They are assured of self- 
administered unemployment, sick, and disability benefits on 
a scale never reached anywhere else. They suffer no disability 
on grounds of sex, race, religion, or nationality, Every effort 
is made lo wipe out their cultural backwardness, The surplus 
value which they produce is not drained off for private welfare 
or profit but is reinvested in great construction projects whose 
future returns redound to their benefit. They are freer to live 
their own private lives without suffering economic pains or 
penalties than any other group of workers in the world. The 
organization of the Sovict system, linking economic activity 
and political life so closely, offers remarkable opportunities to 
acquire political and economic education. Within the limits 
of efficiency the workers as a class exercise a very real and a 
very considerable collective control. So it is claimed. 
Nonetheless, even granting all this—which is granting a 
great deal—from a Marxian point of view, Soviet Russia can- 
not be regarded as a genuine workers’ democracy. When I 
say genuine workers’ democracy I am not talking about a 
classless society but about the transitional stage which is theo- 
retically the instrument by which the classless society is to be 
achieved, I wish to maintain that there are certain “horren- 
dous excrescenses” which interfere with the functioning of 
workers’ democracy within the Soviets, These can be directly 
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traced to the undemocratic domination of the undemocratic 
Communist Party over the entire fabric of social life. The 
Communist Party, in accordance with its own theory, consti- 
tutes only a small minority of the working class, Its leadership 
is supposed to be won by the voluntary acceptance of its pro- 
gram by the working masses and not by the forceful imposition 
of its rule. In any conflict between the Soviets and the Com- 
munist Party, after the discussion is over, it is the collective 
decision of the Soviets, among whom the Communists are a 
minority, which should prevail and not the line worked out 
by the party leadership. Orthodox Communist Party members 
refuse to regard it as even conceivable that their policy should 
ever be disapproved by a majority in the elective bodies of the 
working class. This is an unconscious testimony on their part 
of the boss control they have established over the Soviets and 
their expectation of enjoying it in perpetuity. Wheie they are 
forced to admit the possibility of an issue between themselves 
and the Soviet majority, they defend the imposition of their 
policy on the ground that as the enlightened vanguard of the 
proletariat they are in a better position to determine what the 
objective interests of the working masses are than the masses 
themselves. ‘This old argument for benevolent despotism is 
contrary to the spirit of Marxism and socialism. The masses , 
themselves in the last analysis are the best, because only quali- 
fied, judges of what they really desire. T’o question this is to 
reveal as a brazen hypocritical pretension any claim that in a 
Soviet State political equality prevails among its citizen- 
workers, and that affairs are administered and laws promul- 
gated in accordance with the desires of the working-class ma- 
jority. But unless that claim is substantiated, there can be no 
talk of a true worker’s democracy,’ 

Many proofs may be given of the dictatorial domination of 





*Yor a more extended analytical discussion of the relation between the party and 
the class, cf. Section 3 af my aitule on “Workers’ Democracy” in the Modern 
Monthly for October, 1934, esp. p 532 ff. : 
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the Soviet State, not over its active class enemies which is 
necessary and justifiable, but of the Communist Party over the 
hand and brain workers within the Soviet State. I select only 
five main lines of evidence: 

(a) If the Soviet democracy is a fact, not a myth, then the 
disciplinary check-up on the fulfilment of economic tasks must 
come from the elected representatives of the Soviet and not 
from the appointed representatives of the Communist Party. 
The recent revision of the Rabkrin, the Commissariat for 
Workers’ and Peasants’ Inspection, which officially vests the 
disciplinary control of production in the hands of appointees 
of the Communist Party, is an open acknowledgment that 
the workers are subject to a discipline over which they can 
exercise no control. Is this compatible with a true workers’ 
democracy? Sometimes the justification offered for this shift 
in disciplinary control is that it is necessary for efficient produc- 
tion, “Efficiency in production,” however, except in the nar- 
rowest technical sense, is a very ambiguous phrase and a great 
many crimes against the spirit and substance of workers’ 
democracy can be committed in its name, [hold no brief for 
the silly ideas of the anarcho-syndicalists who think that large 
scale industry can be operated without management, and 
highly centralized management at that. But there is a con- 
ception of management, just as unacceptable to Marxists, which 
regards the workcr first and foremost as a productive machine 
among other machines. Such a conception is that of Kagano- 
vitch, second in the Soviet Union only to Stalin, who at the 
Seventeenth Congress of the Communist Party of the Soviet 
Union said: “Management means the power to distribute 
material things, to appoint and discharge subordinates, in a 
word, to be master of the particular enterprise,” ° 

(8) In the presence of a practically all-powerful political 
party capable of exercising political and economic repressive 





5 Report on the Organizational Problems of Paty and Soviet Constinction, Eng. 
trans., p, 53. International Publishers, New York, 1934. 
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measures, how can Soviet democracy be guaranteed when only 
those non-Communist workers can be elecied to a Souvtet (to- 
day Parliament) who ae approved by the Communtst Party? 
How can we, without intellectual stultification, speak of a 
Soviet democracy in which there is only one legally recognized 
political party, controlling schools, newspapers and all other 
cultural agencies, and which on basic issues of policy permits 
only one right to its citizéns, vz, the right to agree with the 
ruling bureaucracy? To put the question is already to have 
answered it. So long as such a state of affairs remains, consti- 
tutions, no matter how they read, are not worth the paper 
they are written on. “Marxists judge institutions by how they 
operate in practice and not by the flowers of rhetoric used by 
apologists and officials to conceal the facts of arbitrary cxercise 
of power, 

(c) A true Soviet democracy demands that any person ac- 
cused of being anti-Soviet, especially if he is a member of the 
working class, be publicly and fairly tuicd before a demo- 
cratically elected Soviet tribunal, Very rarely are workers who 
are in political disagreement with the régime given public 
trials. Imprisonment, deportation and execution are meted 
out for the mere expression of opinion. On the rare occasions 
when trials are held, shocking miscarriages of justice are the 
rule with little evidence introduced which would stand up in 
any nonpolitical court, 7 

(2) 4 1s practically impossible for any worker or intellectual 
who entertains and makes public any idea on any subject from 
philosophy to genetics which conflicts with the dogmas of the 
Communist Party to retain his post or escape official discrim- 
inatory treatment, These as well as all other repressive meas- 
ures are taken not only against the individual workers who 
fall foul of the Communist Party but very often against mem- 
bers of his family. Is intellectual terror compatible with 
workers’ democracy? 

(e) The absence of democracy within the Russian Com. . 
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munist Party is a subordinate matter. The amazing thing, 
however, is the openness with which dictatorial rule within the 
party is faunted. At the last Party Convention it was prac- 
tically written into the Party rules by empowering the Central 
Committee to set up Political Departments when and where 
in its judgment it is required. The Pobtical Department is a 
special type of Party organization composed of people selected 
by the leadership, which can be sent anywhere thioughout the 
Soviet Union to carry out the instructions of the Central Execu- 
tive Committee, All other Party organizations are subordinate 
to it, The Central Committee, then, can immediately wipe 
out any district organization which does not approve its poli- 
cies and insure its own undisputed rule. “Things have reached 
such a pass that today resolutions are unanimously adopted on 
all things. No wonder Kaganovitch writes: “Internal Party 
democracy is now understood in quite a new way.” 

Soviet Russia today despite the larger measure of freedom 
enjoyed in many things by the workers is not only far from 
socialism, it is far from being a workers’ democracy. It may 
be justly characterized as a crippled workers’ democracy rap- 
idly abandoning all the great democratic ideals of its heroic 
years for a precarious regimented security in which the spirit 

f free intellectual inquiry is well nigh dead and in which 
[otitical dissent of any kind is a capital offense. To the extent 
to which it falls short of being a workers’ democracy, the 
danger looms ever more threateningly that it may never 
realize the classless saciety of socialism which is its professed 
ideal. “Another indication of the danger to the ultimate so- 
cialist ideal, is the abandonment of a truly international point 
of view and the substitution of the ideology of national Bolshe- 
vism in its stead, But this cannot be pursued any further here, 

In the interest of clarity and historical justice to the philoso- 
phy of Marxism, the sharpest possible distinction must be 
drawn between the ideals of democratic socialism (not to be 
confused with traditional Sacial-démocratic refotmism) and 
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the practices of dictatorial or totalitarian communism. Just as 
capitalism is compatible with iuthless Fascism as well as a 
comparatively tolerant liberalism, so socialism can exist in two 
forms—as a genuine democracy and fellowship of free per- 
sonalities or as a bureaucratic dictatorship of a minority whose 
rule rests upon foice and the strategic distribution of privilege 
to subordinates, and whose ideal of the good life—for the mass 
of producers—is the type of security to be found in a well 
provisioned jail. Sooner o1 later this second type of socialism 
will degenerate into the servile state of Fascism, 

A socialist planned and planning society must plan for free- 
dom as well as for bread and butter comforts, No socialist 
society is worthy of the name in which the mass of the popu- 
lation does not possess more freedom and democracy than it 
possessed under the most enlightened capitalism. ‘There is no 
economic law which guarantees that socialism will be achieved 
or the form—democratic or dictatorial—it will take when it 
is achieved. That depends upon the kind of ideals, intelli- 
gence and courage which socialists display in the future 
struggles which lie before us. 


Iv 


In closing, I wish to make a few general remarks on the 
Ametican scene, The philosophy of socialism and com- 
munism is older than the Russian Revolution, and although 
what has happened in Russia illustrates many of its funda- 
mental principles, it must never be forgotten that the specific 
forms and most of the defects of workers’ rule there are largely 
but not exclusively due to peculiar physical, economic, tradi- 
tional, and psychological elements absent in other countries. 
Who can calculate, for example, the far-reaching influence of 
a backward economy and the urgent necessity of rapid indus- 

* uialization upon the transformation of a workers’ democracy 
into a bureaucratic party-dictatorship? 
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As far as America is concerned I wash to point out that the 
revolutionary traditions of the Declaration of Independence— 
to which so many people are giving lip-allegiance today—can 
find their vital expression only in a struggle for a democratic 
socialist society. If we still believe in cqual oppattunity for 
all and in the equal right of all citizens to life, liberty, and the 
pursuit of happiness, how can we morally approve of a social 
order which despite an overabundance of the material condi- 
ions for a good life, dooms millions upon millions to physical 
degradation, psychological insecurity, and moral despair; 
which drives other millions to death and injury in foreign and 
civil war for the sake of profit and artificially inflated chauvin- 
ist ideals; and which makes the development of individuality 
and personality depend upon the possession of matcrial wealth? 

There are some who are sorrowlully prepared to tender a 
conditional support to the socialist ideal on the grounds that 
only in a classless socicty is social planning possible, albeit with 
a loss of personal freedom. They are doubly mistaken. Capi- 
talist society, in ils demacratic or Fascist form, can plan—but it 
is a systematic planning against human welfare, based not’ 
upon the liberation and expansion of productive forecs but 
upon their restriction and often their actual destruction; based 
not upon the perspective of peace and the release of the crea- 
tive powers of mankind but upon a program of war, cultural 
relrenchment, and ever-increasing restraint over the lives of 
the working masseg. 

Socialism, truly understood, is not opposed *to personal free- 
dom and individuality but only to’ the social philosophy of 
individualism and its economic practices whose consequences 
make it impossible for the overwhelming majority of the 
population to lead culturally decent lives or to attain the op- 
portunity substantially to improve their lot. If the American 
dream, or the American ideal, be defined as a belief in a 
society in which every man, woman, or child, irrespective of 
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sex, color, or religion, is to have an opportunity to develop his 
or her creative talents and personal life to the fullest possible 
extent, then the only social philosophy which is compatible 
with the revolutionary ideals of the Declaration of Independ- 
ence is the philosophy of the classless society. 

To some the notion of a classless society represents a ro- 
mantic Utopianism which ignores the stern realities of all 
political life. And so it does, if by a classless society, is meant 
absolute equalitarianism of status and function accompanied 
by the belief in the untegenerate goodness of the human heart; 
and if by politics is meant the science of “who gets what, when 
and how.” But by a classless society, historically understood, 
Marxists mean the abolition of economic classes as they exist 
in capitalist countries, and democratic determination by the 
producers of general social policy, “No society of men can be 
free of abuses of power, and different types of classes may 
crystallize in a socialist society whose conflicts may lead to 
injustice and exploitation of a kind unknown to us at present, 
But because no society can be perfect it does not follow that 
there are no differences between degrees of imperfection, 
From the point of view of an absolute and unattainable ideal 
of the good life, every concrete historical decision between 
alternatives is a choice of “the lesser evil” or “the greater good,” 
depending upon how our temperaments incline us to view the 
drama of human life in a universe indifferent to both good and 
evil. 2 

It is foolish to pretend to absolute certainty about the future 
and to conivert the tempordl modes of our thought and imagi- 
nation into the fixed grammar of eternity. It is cowardly tg 
refuse t6 act on the téntative knowledge we do have, for it is 

vonly in action that we can test its claims to be knowledge, IE 
those who know refuse to act because they lack certainty, those 
who act will be those who do not know’and do not care to 
know. ‘ 
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Report of Work of the Central 
Committee of the Communist 
Party of the Soviet Union‘ 


Joseph Stalin 


. 


In Russia, economic planning is a pulsing reality, In 
order that a brief official picture of the progiess of planning 
might be made available, Section II of the three-part report 
of the Central Committee of the Communist Party of the 
Soviet Union, made hy Joseph Stalin (Febuary x0, 1934), 
is here reprinted. Patts I and YI of the report deal with» 
the continuing crisis of world capitalism and the foreign 
relations of the Soviet Union, and the Party respectively. 
—F.M. 


Tur Convrinurp Procress or tHz Nationa Economy AND 
‘wc Inyrenat Posrrion or tar U.S.S.R. 


Now pass to the question of the internal position of the 

U.S.S.R. From the point of view of the internal position 
of the U.S.S.R, the period under review presents a picture of 
continuously expanding progress both in the sphere of national 
economy and in the sphere of culture, 

This progress has not been merely a simple quantitative 
accumulation of strength, This progress is remarkable for the 
fact that it has introduced fundamental changes in the structure 
of the U.S.S.R. and has radically@changed the face of the 
country, ae 

” During this perigd, the U.SiS.R. has become radically trans- 
formed; it has discarded the features of backwardness and 
medievalism, From an agrarian country it has become trans- 
formed into an industrial country.’ From a-land of small 





1 Reprinted Lom International Conciliation, No, 305, by" permission of the Car- 
negie Endowment for Inctrnational Peace. © 
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individual agriculture it has became a land of collective, large- 
scale mechanized agriculture. From an ignorant, illiterate, 
and uncultured country it has become—or rather it is becom. 
ing—a literate and cultured country covered with a network 
of higher, middle, and elementary schools operating in the 
languages of the nationalitics of the U.S.S.R. 

New branches of industry have been created, v/z., machine 
tools, automobile, tractor, chemical, motor-construction, aero- 
plane construction, combine-harvesters, powerful turbines and 
generators, high-grade steel, ferro-alloys, synthetic rubber, 
nitrates, artificial fibres, and so forth. 

During this period thousands of new up-to-date industrial 
enterprises have been built and started, Giants like the 
Dnieprostroy, Magnitostroy, Kuznetskstroy, Chelyabstroy, 
Bobriki, Uralmashstroy and Krammashstroy have been built, 
Thousands of old enterprises have been reconstructed on the 
basis of modern technique. New enterprises have been built 
and industrial centres have been created in the national re- 
publics and in the border regions of the U.S.S.R.: in White 
Russia, in the Ukraine, in the North Caucasus, in ‘Trans- 
caucasia, in Central Asia, in Kazakstan, in Buryat Mongolia, 
in the Tatar Republic, in Bashkiria, in the Urals, in East and 
West Siberia, in the Far East. 

More than 200,000 collective farms and 5,000 Soviet farms 
have been organized with new district centres and industrial 
centres serving them. 

New large towns with large populations have sprung up 
in what were formerly almost vacant spaces. The old towns 
and industrial centres have grown enormously. 

The foundations have been Jaid of the Ural-Kuznetsk Com- 
binat which unites the coking coal of Kuznetsk with the iron 
ore of the Urals. Thus, the dream of a new metallurgical base 
in the East can be regarded as having become a reality, 

The foundations of a new powerful oil base have been Laid 


a 
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in the regions on the western and southern slopes of the Ural 
range—in the Ural Region, Bashkiria, and Kazakstan. 

ividently, the cnormous capital invested by the State in all 
branches of national economy, which in the period under 
review amounted to over 60,000,000,000 rubles, has not been 
in vain and is beginning to bear fruit. 

Asa result of these achievements the national income of the 
U.S.S.R. has increased [rom 29,000,000,000 rubles in r929 to 
50,000,000,000 in 1933, while during the same period there has 
been a decline in the national income of all capitalist countries 
without exception. 

It goes without saying that all these achievements and alf 
this progress had to lead—and really did lead—to the further 
consolidation of the internal position of the U.S.S.R. 

How was it possible for these colossal changes to have taken 
place in a matter of three or four years in the territory of an 
enormous State with a backward technique and a backward 
culture? Was it not a miracle? It would have been a miracle 
had this development proceeded on the basis of capitalism and 
individual small ccanomy, But it cannot be described as a 
miracle if we bear in mind that this development procceded on 
the basis of expanding socialist construction. ( 

It goes without saying that this enormous progress could 
take place only on the basis of the successful building of 
socialism, on the basis of the social labor of tens of millions 
of people, on the basis of the advantages which the socialist 
system of economy has over the capitalist and individual 
peasant systems, 

It is not surprising, therefore, that the colossal progress in 
the economy and culture of the U.SS.R. during the period 
under review signified at the same time the liquidation of the 
capitalist elements, and the pushing of individual peasant 
economy into the background. It is a fact that the socialist 
system of cconomy in the sphere of industry now represents 


e 
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99 per cent and in agriculture, calculating the sown area « 
grain crops, 84.5 per cent of the whole, whereas individu: 
peasant economy represents only 15.5 per cent. 

It follows then that capitalist economy in the U.S.S.R. he 
already been liquidated and that the individual peasant sectc 
in the rural districts has been forced back to a secondar 
position. 

When the New Economic Policy was introduced Lenin sai 
that we had the elements of five social-economic systems i 
our country: (1) patriarchal economy (which to a conside: 
able degree is natural self-suificing economy); (2) small com 
modity production (the majority of the peasants who sel 
grain); (3) private capitalism; (4) State capitalism; (5) socia: 
ism. Lenin was of the opinion that the socialist system woul 
finally prevail over all the others. We can say now that th 
first, the third and the fourth social-economic systems no longe 
exist; the second social-economic system has been forced bacl 
to a secondary position while the filth social-economic system- 
the soctalist system—now has unchallenged predominance anc 
is the sole commanding force in the whole of national economy 

Such is the summary. 

This summary is the basis of the firmness of the interna 
position of the U.S.S.R., the basis of the firmness of its forwarc 
and rear positions in the midst of capitalist encirclement. 

We will now examine the concrete material concerning cacl 
separate question of the economic and political position of th: 
Soviet Union. . 

Progress in industry. Of all branches of national econom: 
the one that grew most rapidly was industry, During th 
period under review (i¢., since 1930), our industry has mori 
than doubled; that is to say, it increased 101.6 per cent, anc 
compared with the pre-War level it has grown almost fourfold 
that is to say, 291.9 per cent. 

That means that industrlalization went on full steam ahead 

The rapid growth of industrialization resulted in the outpu 
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of industry occupying first place in the total volume of output 
of the whole of our national economy. 
Here is the corresponding table. 
PLR CLINT OF OUIPUT OF INDUSIRY 10 GROSS OUTPUT 
OF ‘111 WHOLE OF NA'MONAL 1 CONOMY 
(In prices of 1926-27) 








1913 | 1929 1930 | 193 | 1932 | 1933 














LInduuy . . | 421 | 545 | 616 | 667 | 707 | 704 
2 Aguuimne «| 379 | 455 | 384 | 333 | 293 | 296 
Tout . | 100 | 100 | 100 | 100 | 100 | 100 





This means that our country has firmly and finally become 
an industrial country. 

OE decisive significance in the work of industrialization is 
the growth of the production of implements and means of 
production in the total volume of development of industry, 
The figures covering the period under review show that this 
item occupied the predominant place in the total volume of 
industry. 

Here is the corresponding table. 


PER CENT OF OUTPUT OF ‘TIL '1WO MAIN GROUPS 
OF BRANCHLS OF LARGE-SCALE INDUSTRY 
(In precs af 1926-27) 


Tatal Volume of Output (in billions of rubles) 








1929 1930 | 1931 | 1932 1933 





Total large-scale Indusuy .  « 21.0 27.5 33.9 38.5 41.9 
OL which: 
Group “A," implements and 
means of producuon. . + 10.2 14.5 18,8 22.0 IAB 
Group “B,” consumers’ goods 108 13.0 15.1 165 17.6 
Percentages 


Gioup “A,” implements and 

means of production. . . 48,5 52.6 55.4 
Group “B," consumers’ goods 315 474 446 
ee ah etc aarti 


Tol 2. sve ee 


570 58.0 
430 42.0 
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As you see, this table requires no explanation. 

In our country, which is still young technically, industry 
has a special task to fulfil. It must reconstruct on a new 
technical basis not only itself, not only all branches of industry, 
including the light industries, the food and lumber industries, 
but it must also reconstruct all forms of transport and all 
branches of agriculture. It can fulfil this task only if the 
engineering industry—the main lever for the reconstruction of 
national economy—occupies a predominant place in it, The 
figures of the period under review show that our engineering 
industry has won for itself the leading réle in the total volume 
of industry. Here is the corresponding table, 


PER CENT OF OUTPUT OF VARIOUS BRANCHES OF 
INDUSTRY TO GROSS USSR, OULPUT 


























USSR, 

1913 1929 1932 1933 
Coal. 5. eg Bee de NS te ES 29 21 1.7 2.0 
Coke. vist na eae we ets 0.8 04 05 06 
Out (extraction) . vw ke 19 La 15 14 
Oil (refining) 6 6 we ee 23 25 29 2.6 
Ferrous-metallmgy 6 50. ee eee * 45 3.7 4.0 
Non-ferious metallurgy * (5 13 1,2 
Enginecring Oe hey a ha eels & 11,0 14,8 25.0 26.1 
Bast chemicals 2 5 5 5 ee pee 08 6 | 08 0.9 
Catt. i so aE a ea EL 18,3 152 76 73 
Wool 31 31 19 1.8 








* Figures not avarlble, 


This shows that our industry is developing on a sound 
foundation and that the key to reconstruction—the engineering 
industry—is entirely in our hands, All that is required is that 
we should use it skilfully and rationally. 

The development of our industry during this period 
according to social sectors presents an interesting picture. 
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GROSS OUTPUT OF LARGE-SCALE INDUSTRY ACCORDING 
LO SOCIAL SECTORS 


(in prices of 1926-27) 





























Tn Millions of Rubles 
1929 1930 | 1931 1932 1933 

‘Total output... 6 6s | 21,025 | 27,477 | 33,903 | 38,464 | 41,968 
Of which: 

I Socialized industry . . . | 20,891 | 27,402 * 38,436 } 41,910 
Of which: 

(a) State industry... | 19,143 } 24,898 bd 35,587 | 38,932 

(b) Codperative industry . 1,748 2,413 * 2,849 3,008 

Il, Private indusuy . . 0. 5 134 75 * 28 28 

Ponda ate POeeRONS a 

Total output . . 6. ee 100 100 100 100 100 
Of which: 

I, Socialized industry . 6. 99.4 99.7 * 99.93 99.93 
Of which: 

(a) State industry 2. 5 99.1 90.9 = 92,52 92.76 

(b) Codperative industry . 83 RB * 74 717 

IL, Private industiy 6. 6 06 0.3 ‘ 0.07 0.07 





* Plgures not avalahle 


From this table it will be seen that we have put an end to 
the capitalist elements in industry and that the socialist system 
of economy is now the sole and monopolistic system in our 
industry. 

Of all the successes achieved by industry in the period under 
review the most important is the fact that it has succeeded in 
this period in training and forging thousands of new men 
and women, of new leaders of industry, of a whole stratum of 
new engineers and technicians, of hundreds of thousands of 
young skilled workers who have mastered the new technique, 
and who have advanced our socialist industry. There cannot: 
be any doubt that without these men and women industry 
could not have achieved the successes it has, and of which it 
has a perfect right to be proud. The figures show that in this 
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period industry has trained for the workshops about 800,000 
more or less skilled workers in the factory training schools 
and more than 580,000 engineers and technicians in the higher 
technical schools, universities and technical schools. If it is 
true that the problem of cadres is a very serious problem of our 
development, then it must be admitted that our industry is 
beginning seriously to master this problem. 

Such are the main achievements of our industry. 

It would be wrong to think, however, that industry has only 
successes to record, No, it also has its defects. The principal 
of these are: 


(a) The continued lag in fetrous-metallurgy; 
(4) The lack of order in non-ferrous metalluigy; 


(c) The underestimation of the very serious impoitance 
of developing the extraction of local coal for the general 
fuel balance of the country (Moscow Region, Caucasus, 
Urals, Karaganda, Central Asia, Siberia, the Far East, the 
Northern Region, etc.); 


(4) The absence of necessary attention to the question 
of organizing a new oil base in the Urals, Bashkiria and 
Emba regions; 

(¢) The absence of serious concern for the development 
of the production of articles of general consumption by the 
light, food, and lumber industries; 


(f) The absence of proper attention to the question of 
developing local industry; 


(g) A totally intolerable attitude towards the question 
of improving the quality of production; 


(4) Continued lag in the increase in the productivity of 
labor, in the reduction of cost of production and in the 
inculeation of cost accounting; 


(2) The bad organization of labor and wages, deper- 
sonalization in work and equalitaianism in the wages 
system have not yet been removed; 
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(7) Bureaucratic 1outine methods of leadership in the 
business commissariats and their departments, including 
the commissariats of the light and food industries, have not 
been abolished by a long way yet. 


The absolute necessity for the speedy removal of all these 
defects needs hardly be explained again, As is known, the 
ferrous and non-ferrous metallurgical industries did not fulfil 
their plan throughout the whole of the First Five-Year Plan 
period, and they have not fulfilled the plan of the first year of 
the Second Five-Year Plan. If they continue to lag behind 
they may become a drag on industry and a cause of breaches 
in the plan. As for the creation of new bases for the coal and 
oil industries, it is not difficult to understand that unless this 
urgent task is fulfilled, our industry and transport may be run 
aground, The question of producing articles of general con- 
sumption and the development of local industry, as well as the 
questions of improving the quality of output, of increasing 
productivity of labor, of reducing cost of production and in- 
culeating cost accounting, also need no further explanation. 
As for the bad organization of Sabor and wages and the 
bureaucratic routine methods of leadership, the history of the 
Donbas and of the factories in the light and food industries 
have shown that this dangerous disease exists in all branches 
of industry and hinders their development. If it is not 
liquidated, industry will just hobble along. 

The immediate tasks arc: 


(t) To preserve the leading role of the engineering 
industry in the industrial system. 

(2) To abolish the lag of ferrous-metallurgy. 

(3) To put the non-ferrous metal industry in order. 


(4) To develop to the utmost the extiaction of local coal 
in all already known coalbearing districts; to organize new 
coalfields (for example in the Bureisk district in the Far 
East) and to convert the Kuzbas into a se¢éond Donbas. 
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(5) Seriously to take up the mater of organizing an oil 
base in the districts on the western and southern slopes of 
the Ural range. 

(6) To develop the production of articles of general con- 
sumption in all the industues controlled by the business 
commissariats, 

(7) To unfetter local Soviet industry, to give it the oppor- 
tunity to display initiative in icgard to the production of 
articles of general consumption and to give it all possible 
assistance in the way of raw materials and funds, 

(8) To smprove the quality of goods, to stop the output 
of incomplete sets of goods and to punish all those com- 
races, irrespective of persons, who violate or evade the laws 
of the Soviet Government conceining the quality and 
completeness of sets of goods. 

(9) To secure a systematic increase in the productivity 
of labor, a ieduction in cost of production and the 
inculcation of cost accounting. 

(10) To put an end to depersonalization in work and 
equalitaianism in wages. 

(11) To abolish bureaucratic routine methods of leader. 
ship in all the departments of the business commissariats 
and systematically supervise the fulfilment of the decisions 
and instructions of the leading centres by the subordinate 
organizations. 


Progress in agriculture. Development in the sphere of agri- 
culture procecded somewhat diflerently. In the period under 
review progress in the main branches of agriculture was ac- 
celerated much more slowly than in industry, but nevertheless 
more rapidly than in the period when individual farming pre- 
dominated, In the livestock branch, however, there was a 
reverse process~a decline in the number of livestock; only in 
1933 were symptoms of progress observed, and then only in pig 
breeding. 

Apparently, the. enormous difficulty of uniting scattered * 


2 
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small peasant farms in collective farms, the difficult task of 
creating on almost vacant spaccs a large number of big grain 
and cattle-raising farms and, generally speaking, the period 
of reorganizing individual agriculture and putting ic on new 
collective farm rails which requires considerable time and in- 
volves considerable outlay—all these factors inevitably pre- 
determined both the slow rate of progress of agriculture as 
well as the relatively long period of decline in the number 
of livestock. 

As a matter of fact, the period under review was not so 
much a period of the rapid rise and powerful upswing of 
agriculture as a period of creating the prerequisites for this 
rise and upswing in the near future, 

If we take the figures of the increase of the sown area of all 
crops and then take separately the figures for technical crops 
we will get the following picture of the development of 
agriculture in the period under review, 


. 


SOWN ARA OF ALL CROPS IN THE U.S.S.R. 
(In nmulhons of hectares) 


1913 | 1929 | 1930 | 193) | 1932 | 1933 








Total sown aca. . | 105.0 118.0 127.2 136.3 134.4 1297 
Of which; 

(a) Grain crops. 9404 96.0 101.8 104.4 99.7 101.5 

(b) Technical crops 45 &8 10.5 14.0 149 12.0 

{c) Vegetables . . | 9 3.8 76 80 9.1 9.2 86 

(d) Fodder. 6 1 {0 24 5.0 65 88 10.6 73 





SOWN AREA OF TECIINICAL CROPS IN THE USSR. 
{In millions of hectares) 








1913 1929 1930 1931 1932 1933 








Cottons + vn 6 0.69 1.06 158 214 217 2.05 
Vax (long fibre). 1,02 1,63 1.75 2.39 251 2.40 
Sugar bects . . 0.65 0.77 1.04 1.39 1.54 1.21 








Oil seed . . . , 2.00 5.20 3.22 7.55 798 5.79 
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These tables reflect the two main lines in agriculture: 

(1) The line of the general expansion of the sown area in 
the period when the reorganization of agriculture was at its 
height, when collective farms weie formed by tens of thou- 
sands, when they drove the kulaks from the land, seized the 
vacated land and cultivated it themselves. 

(2) The line of departure from the indiscriminate expan- 
sion of the sown area, the line of transition from indiscriminate 
expansion of sown area to the improved cultivation of the 
land, to the introduction of proper rotation of crops and fallow, 
to increasing yield and, if practice shows this to be necessary, 
to the temporary diminution of the sown area. 

As is known, the second line, the only proper line, was 
proclaimed in 1932, when the reorganization period in agri- 
culture was drawing to a close, and when the question of 
increasing yield became one of the fundamental questions of 
the progress of agriculture. 

But the figures of the sown area cannot be regarded as a 
sufficient index of the development of agriculture. Cases 
occur when the sown area increases but the output does not; 
it even declines, because the cultivation of the soil has deteri- 
orated and the yield per hectare has declined. In view of this, 
the figures of the sown area must be supplemented by figures 
of the gross output, 

Here is the corresponding table: A 


GROSS PRODUCTION OF GRAIN AND ‘TECIINICAL CROPS 
2 IN THE USSR. 


cy 


(In millions of centners) 














1913 1929 
Grain. we 801.0 698.7 898.0 
Cotton (raw). 5 74 12.7 13.2 
Flax (fibre) . . 33 50 5,6 
Sugar beets . . . | 109.0 65.6 900. 
Oilseeds . 1. 215 485 46.0 
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It will be seen from this table that the years in which the 
reorganization of agriculture was at its height, vfz., 1931 and 
1932, were the years in which the output of grain crops 
diminished most, 

It will also be seen fiom this table that in the flax and 
cotton districts, in which the reorganization of agriculture pro- 
ceeded at a slower pace, flax and cotton hardly suffered and 
progressed more or less evenly and steadily while maintaining 
a high level of development. 

Thirdly, it will be seen from this table that there wee cer- 
tain fluctuations in the output of oil seeds—a high level of 
development being maintained compared with the pre-War 
level. In the sugar bect districts where the reorganization of 
agriculture procceded at the most rapid rate, sugar bects— 
the cultivation of which was the last to enter the period of 
reorganization—suffered the worst decline in the last year of 
reorganization, viz., in 1932, the output dropped below the 
pre-War level. 

Lastly, it will be scen from this table that the year 1933, 
the first year after the completion of the reorganization period, 
marks a turning point in the development of grain and 
technical crops. 

That shows that from now onward, grain crops first, and 
then technical crops, will firmly and surely adyance with giant 
strides, 

It was the stock-brecding branches of agriculture that 
suffered most in the reorganization period. 

The following is the corresponding table: 


LIVESTOCK IN THE USS.R 


(In millions of head) 
a 


1930} 1931 1933 


‘ 












(a) Horses 2. ee 
(b) Large horned cattle. 
n(@) Sheop and goats, 

(d) Pigs 6 1 we ee 


y { 
a ‘" ri 
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This table shows that in the period under review there was 
not an improvement, but a continued decline, in the number 
of livestock 1n the country compared with the pre-War level. 
Apparently, the fact that the stock-breeding branch of agri- 
culture was mote in the hands of the big kulak clements and 
also the intense kulak agitation for the slaughter of livestock 
which found favorable soil in the years of reorganization are 
reflected in this table. 

Furthermore, it follows from this table that the decline in 
the number of livestock began in the very first year of re- 
organization (1930) and continued right up to 1933; the 
decline was most marked in the first three years, while in 
1933, the first year after the reorganization period had closed 
and when progress was made in grain crops, the decline in 
the number of livestock reached its minimum. 

Lastly, 1t follows from this table that the reverse process 
has already commenced in pig breeding and that in 1933 the 
symptoms of direct progress were already observed, 

This means that 1934 should and must mark a turning point 
towards progress in all branches of stock breeding. 

How did the collectivization of peasant farming develop in 
the period under review? : 

Here is the corresponding table. 


COLLECTIVIZATION 








| 1929 | 1930 | 1931 | 1932 1933 


Number of collective farms (in 





thousands) 2. 1 ww 57.0 85.9 21 211.05'| 224.5 
Number of houscholds in col- 

lective farms (1n mutlions) . 1.0 6.0 13.0 14,9 15.2 
Per cent of collectvized peas- 

ant households wees 3,9 236 527 61S 65.0 





And what was the movement of the sown area for grain 
according to sectors? 
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Here is the corresponding table. 
SOWN ARLA FOR GRAIN ACCORDING TO SECTORS 


(In mullions of hectares) 

















Per cent of 

Sectors 1929 1930 1931 1932 1933 area of 1933 
L, Soviet farms. 15 2.9 8.1 9.3 10.8 10.6 
2 Collective faums 34 297 610 69.1 750 739 
3. Individual farms 911 69.2 353 21.3 15,7 15.5 
Total USSR. . 96.0 | 101.8 | 1044 | 997 | 101.5 1000 





What do these tables show? 

They show that the reorganization period of agriculture, 
during which the number of collective farms and the number 
of their members increased with extreme rapidity, is now at 
an end, that it came to an end in 1932. 

Fence, the further process of collectivization represents a 
process of the gradual absorption and re-education of the 
remnants of individual peasant farmers by the collective farms, 

This means that the collective farms have won complctely 
and irretrievably. 

They show also that the Soviet farms and collective farms 
together cultivate 84.5 per cent of the total grain area in the 
USSR. 

This means that the collective farms and Soviet farms 
together have become a force which determines the fate of 
the whole of agriculture and of all its branches, 

The tables further show that 65 per cent of the peasant 
households organized in collective farms own 43.9 per cent of 
the total grain area, whereas all the individual farms put 
together, representing 35 per cent of the peasant population, 
own only 15.5 per cent of the total grain area. 

If to this we add the fact that in 1933 the collective farms 
delivered to the State mare than 1,000,000,000 poods of grain 
in various ways, while the individual peasants who fulfilled 
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the plan zoo per cent delivered only 130,000,000 poods, whereas 
1n 1929-30 the individual peasants delivered to the State about 
780,000,000 poods, while the collective farms delivered not more 
than 120,000,000 poods—it will become as clear as clear can 
be that during the period under review the collective farms and 
individual peasants have exchanged réles; the collective farms 
during this period have become the predominating force in 
agricultare, while the individual peasants have dropped to the 
position of a secondary force and are compelled to submit and 
adapt themselves to the collective farm system, 

It must be admutied that the toiling peasantry, our Soviet 
peasantry, has completely and irrevocably come under the red 
flag of socialism. 

Let the Socialist-Revolutionaries, Mensheviks and bourgeois 
Trotskyists tell old wives’ tales about the peasantry being 
counter-revolutionary by ther very nature, about their being 
destined to restore capitalism in the U.S.S.R,, about their in- 
ability to serve as the allies of the working class in building 
socialism, and about it being impossible to build socialism in 
the U.S.S.R. The facts show that these gentlemen are slander- 
ing the U.S.S.R. and the Soviet peasants, The facts show that 
our Soviet peasantry have put off from the shores of capitalism 
for good and are sailing forward in alliance with the working 
class towards socialism, The facts show that we have alrcady 
built the foundations of socialist society in the U.S.S.R, and 
all we have to do now is to erect the edifice—a task which 
undoubtedly is much easier than building the foundations of 
socialist society. 

The increase in the sown area and output are not the only 
things however that express the strength of the collective farms 
and Soviet farms. It is expressed also in the increase in the 
number of tractors 1n use, and in the growth of mechaniza- 
tion. There is no doubt that in this respect our collective 
farms and Soviet farms have made very considerable progress, 

Here is the corresponding table: 
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NUMBER Ob ‘TRACLORS EMPLOYED IN AGRICULIURI 
IN THE USSR 


(Allowance made for depreciation) 





Number of teactors in thousands 


1929 1930 1931 1932 1933 





Total number of uactors .. 349 72\ zi 1253 1485 204.1 
of which, 
(a) In machine and tractor 
stations eee 


$0 24 3hL 633 74.8 1223 
(4) In Sovice farms (all sys- 

















tems) . 6 4 . 97 277 515 64.0 81,8 
Power in thousands IIP. 
Total number of nactas . 391.4 | 1003.5 } 18500 ) 22250 | 31000 
of which 
(a) In machine and tractor 
stauons 1 4 ' 239 3725 848.0 | 10770 | 17820 
(b) In Sovict farms (all sys- 
tems). ee ee 123 4 4183.1 892.0 | 10430 | 1318.0 





Thus we have 204,000 tractors with a combined power of 
3,100,000 HP. in the collective farms and Soviet farms. As 
you see, this is not a small force, it is a force capable of pulling 
up all the roots of capitalism in the rural districts; it is a force 
that twice exceeds the number of tractors that Lenin mentioned 
at one time as a remote prospect, 

In regard to the number of agriculuiral machines in the 
machine and tractor stations and in the Soviet farms of the 
Commissariat for Soviet Farms, the figures are given in the 
following tables: 


IN MACHINE AND TRACTOR STATIONS 
es 




















1930 1931 1933 

ot | 
Combine-harvesters (in thousands) 7 (untts) 0.1 us 
Motais and engines (1n thousands) . Ot 49 176 
Complex and semi-complex thresh- 

ing machines (in thousands). . 29 278 500 
Hlectrié threshing installations (in 

unit) 6 ee ee te et 168 268 1283 
Repair shops in M.T\S. (in units) 104 770 1933 
Motor trucks (in thousands)... 02 1.0 13,5 
Automabites (in ynlts) ee 
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IN SOVIET FARMS CONIROLLED BY ‘TITE COMMISSARIAT 
FOR SOVIET TARMS 














1930 1931 1932 1933 

Combine-haivesters (an thousands). 17 6.3 11Y 135 
Motors and engines (in thousands) . 03 07 12 25 
Complex and semi-complex threshing ma- 

chines (in thousands)... . . - 14 4.2 7A 8.0 
Electric installations (in units)... 42 112 164 222 
Repair Shops: 

(a) Capital repairs (in units)... 72 133 208 302 

(b) Medium repaus (in units) . 6. 75 160 215 416 

(c) Current repairs (in units) . . . 205 310 578 1166 
Mator trucks (in thousands) . 6 6 6 2 37 6.2 109 
Automobiles (in units) . . 6 1 + 118 385 625 1890 

















I do not think these figures need explanation. 

OF no little importance for the progress of agriculture was 
the formation of the political departments of the machine 
and tractor stations and Soviet farms and the supply of 
qualified workers for agriculture. Everybody admits now that 
the political department workers played an important part in 
improving the work of the collective farms and Soviet farms, 
It is well known that during the period under review the 
Central Committee of the Party sent more than 23,000 Com- 
maunists to the rural districts for reinforcing the cadres of agri- 
culture, Of these, more than 3,000 were agricultural experts, 
more than 2,000 were Soviet farm workers, more than 13,000 
were workers for the political departments of the M.T.S, and 
over 5,000 were workers for the political departments of Soviet 
farms. 

The same thing must be said in regard to supplying the 
collective farms and Soviet farms with new engineering, 
technical, and agronomic forces, It is well known that, during 
the period under review, more than 111,000 workers of this 
category Were sent into agriculture. 

During the period under review, over 1,900,000 tractor 
drivers, combine drivers, engine drivers, and chaufleurs were 
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trained and sent to the farms under the control of the 
Commissariat for Soviet Farms alone, 

During the same period, more than 1,600,000 chairmen and 
members of management boards of collective farms, foremen 
for field work, foremen on livestock ranches, and bookkeepers 
were tained or received additional training. 

This, of course, is not enough for our agriculture. But still, 
it is something. 

As you see, the State has done all it possibly could to help 
the departments of the Commissariat for Agriculture and of 
the Commissariat for Soviet Farms to direct the organization 
of collective farms and Soviet farms. 

Can it be said that the best use has been made of these 
possibilities? 

Unfortunately, this cannot be said. 

First of all it must be said that these Commissariats are 
more infected than other Commissariats with the disease of 
bureaucratic routine. Problems are solved, but not a thought 
is given to supervising the fulfilment of decisions, to calling 
to order those who disobcy the instructions and the orders of 
the leading bodies, and to promoting honest and conscientious 
workers, 

One would think that the existence of an enormous number 
of tractors and machines would impose the obligation upon 
the land departments to keep these valuable machines in good 
condition, to get timely repairs done to them, lo employ them 
in a more or less tolerable manner. But what do they do in 
this respect? Unfortunately very little. The maintenance of 
tractors and machines is unsatisfactory, Repairs are also un- 
satisfactory, because even to this day these people refuse to 
understand chat the basis of repairs is current and medium 
repairs, and not capital repairs. In regard to the utilization 
of tractors and machines, the unsatisfactory position in this 
respect is so clear and well known that it needs no proof. 
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One of the immediate tasks of agriculture is to irltroduce 
proper rotation of crops, the extension of clean fallow, and the 
improvement of seeds in all branches of agriculture. What 
is being done in this sphere? Unfortunately, very little as 
yet. Affairs in regard to grain and cotton sced ate so 
confused that it will take a long time to disentangle them, 

One of the most effective means of increasing the yield of 
technical crops is to increase the supply of fertilizers, What 
is being done in this sphere? Very little as yet. Fertilizers 
are available, but the Commissariat for Agriculture is not able 
to get them, and when it does get them it does not take the 
trouble to send them in time to the places where they are 
required, and to get them utilized properly. 

In regard to Soviet farms, it must be said that they still fail 
to cope with their tasks properly. I do not in the least under- 
estimate the great revolutionizing significance of our Soviet 
farms, But if we compare the enormous sums the State has 
invested in the Soviet farms with the actual results they have 
achieved up to now, we will find an enormous balance, against 
the Soviet farms. The principal reason for this discrepancy 
is the fact that our grain Soviet farms are too unwieldy; the 
directors cannot manage such huge farms, The Soviet farms 
are too specialized, they have no rotation of crops and fallow 
land, they have no livestock element in them. Apparently, 
it will be necessary to split up the Soviet farms and make them 
less specialized. Perhaps you think that the Commissariat for 
Soviet Farms opportunely raised this question and found a 
solution for it, But it is not so, The question was raised and 
solved on the initiative of people who had no connection with 
the Commissariat for Soviet Farms. 

Finally, there is the question of stock-raising, I have already 
reported on the serious livestock situation, One would have 
thought that our Land Departments would have displayed’ 
feverish activity in the effort to abolish the livestock crisis, 
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would have raised the alarm, would have mobilized the 
workers to take our livestock problem by storm, as it were. 
Unfortunately, nothing of the kind happened, or is happening. 
Not only have they failed to raise the alarm about the serious 
livestock situation, but, on the contrary, they try to gloss over 
the question and sometimes in their reports they even try to 
conccal from the public opinion of the country the real state 
of affairs in regard to livestock, which is an impermissible 
thing for Bolsheviks to do, To hope, after this, that the Land 
Departments will be able to bring stock-raising out onto the 
highroad and raise it to its proper level would be building on 
sand, Tle whole Party, all our workers, Party and non-Party, 
must take the problem of stock-raising in hand, bearing in 
mind that today the problem of stock-raising is as urgent as 
the grain problem—now successfully solyed—~—was yesterday. 
It needs not to be proved that Soviet men and women who 
have stormed more than one serious obstacle in the path to the 
goal will also be able to storm this obstacle. 

Such is the brief and far from complete list of defects which 
must be removed, and the list of tasks which must be fulfilled 
in the near future, 

But these tasks do not exhaust the whole subject. There 
are otlftr tasks in agriculture concerning which a few words 
must be said. 

First of all, we must bear in mind that the old division of 
our regions into industrial regions and agrarian regions has 
now become obsolete. We no longer have regions which are 
exclusively agrarian, which would supply grain, meat, and 
vegetables to the industrial regions; nor have we exclusively 
industrial regions which can calculate on receiving all the 
necessary supplies from other regions. Development is pro- 
ceeding toward the position when all our regions will be 

nore or less industrial, and as this development proceeds they 
will become more and more industrial. This means that the 
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Ukraine, the North Caucasus, the Central Black Soil Region, 
and other formerly agrarian districts can no longer supply 
the industrial centres with as much produce as they supplied 
in the past, because now they have to feed their own toWns 
and their own workers, the number of which will increase, 
But from this it follows that every region will have to develop 
its own agricultural base in order to be able to supply itself 
with vegetables, potatoes, butter and milk, and to some degree 
with grain and meat, if it does not want to get into difficulties, 
You know that this 1s quite practicable, and is being done now. 

The task is to pursue this line to the end at all costs. 

Furthermore, attention should be paid to the factMhat the 
well-known division of our regions into consuming regions 
and producing regions is also beginning to lose its exclusive 
character. This year “consuming” regions like the Moscow 
and Gorky regions delivered nearly 80,000,000 poods of grain 
to the State. This, of course, is not a bagatelle. In the so- 
called consuming zone there are about 5,000,000 hectares of 
virgin soil covered with scrub. It is well known that the 
climate in this zone is not bad, there is not a bad rainfall, and 
droughts do not occur, If this land were cleared of scrub and » 
a number of organizational measures undertaken it would be? 
possible to obtain an enormous district for grain crops@wvhich 
at the usually high yield in these districts could supply no less 
commodity grain than is now supplied by the Lower and 
Middle Volga. This would be a great help for the northern 
industrial centres, 

Evidently the task is to form huge tracts of grain crops in 
the districts in the consuming zone, 

Finally, there is the question of combating drought in the 
Trans-Volga Region. Afforestation is a matter of enormous 
significance for the eastern districts of the Trans-Volga. As 
you know, this work has been commenced already, althougt 
it cannot be said that it ig, being carried on with sufficient in- 
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tensity. In regard to the irrigation of the Trans-Volga Region 
—and this is the most important thing in combating drought— 
thjg matter must not be allowed to be pigeonholed. It is true 
that this has been held up somewhat by certain external cir- 
cumstances which caused a considerable diversion of forces 
and funds to other purposes. But now there is no longer any 
reason why this work should be further postponed. We must 
have a large and absolutely stable grain base on the Volga 
which shall be independent of the vagaries of the weather and 
which shall provide 200,000,000 poods of commodity grain 
every year. ‘This is absolutely necessary considering the growth 
of the Wns on the Volga on the one hand, and the possibili- 
ties o£ complications in the sphere of international relations 
on the other. 

The task is to set to work seriously to organize the irrigation 
of the Trans-Valga Region. 


The improvement in the material conditions and in the cul- 
ture of the toilers, Thus, we have depicted the state of our 
industry and agriculture, their development in the period 
under review and their position at the present moment. 

* ‘To sum up, we have: 


«? An enormous increase in production both in the 
sphere of industry and in the main branches of agriculture. 


(4) Final victory on the basis of this increase of the 
socialist system of economy ayer the capitalist system in 
industry and in agriculture; the socialist system has become 
the sole system in the whole of national economy, and the 
capitalist elements have been forced out of all spheres of 
national economy. 

(¢) The final abandonment by the overwhelming ma- 
jority of the individual peasants of small commodity indi- 
vidual economy, their organization in collective farms on 
the basis of collective labor and the collective ownership of 
the means of production, the complete victory of collective 
farming over small commodity irt@ividual farming. 


866 FASGIST AND COMMUNISTIC TECHNIQUES 


(d) The growing process of expansion of collective farms 
at the expense of individual peasant farms, as a consequence 
of which their number is diminishing month by month, 
and they are, in fact, being transformed into an auxiliary 
force for the collective faims and Soviet fa1ms. 


It goes without saying that this historic victory over the 
exploiters could not but lead to a radical improvement in the 
material and general conditions of life of the toilers. 

The liquidation of parasitic classes has led to the disappear- 
ance of the exploitation of man by man. The labor of the 
worker and peasant is freed from exploitation. The incomes 
which the exploiters squeeze out of the labor of the people 
now remain in the hands of the toilers and are used partly for 
the purpose of increasing production and for enlisting new 
detachments of workers in industry, and partly for the purpose 
of directly incteasing the incomes of the workers and peasants, 

Unemployment, that scourge of the working class, has dis- 
appeared. In the bourgeois countries millions of unemployed 
are in want and suffering, owing to the lack of work, But 
in our country there are no longer any workers who lack work 
and wages, 

With the disappearance of kulak bondage, poverty in the 
rural districts has disappeared. Every peasant, collective farmer 
or individual farmer, now has the opportunity of enjoying a 
human. existence, if only he wants to work honestly and not 
to be a loafer, a tramp and a despoiler of collective farm 
property. 

The abolition of exploitation, the abolition of unemployment 
in the towns and the abolition of poverty in the countryside, 
are historic achievements in the material conditions of the 
toilers about which the workers and peasants, even in the most 
“democratic” bourgeois countries dare not dream. 

The very appearance of our large towns and industrial 
centres has changed. The inevitable hall-mark of the big 


a 


JOSEPIL STALIN 867 


towns in bourgeois countries are the slums, the so-called work- 
ing class districts on the outskirts of the town, which represent 
a heap of dark, damp, in the majority of cases, cellar-dwellings, 
in a semi-dilapidated condition, where usually the poor live 
in filth and curse their fate. The revolution in the U.S.S.R, 
has swept away the slums in our country. Their place has 
been taken by well-built and bright workers’ districts and in 
many cases the working class districts of our towns are better 
built than the central districts, 

The appearance of our villages has changed even more. The 
old village, with its church in the most prominent place in the 
village, with the best houses for the policeman, the priest, and 
the kulaks in the foreground and with the semi-dilapidated 
huts of the peasants in the background, is beginning to dis- 
appear. Its place is being taken by the new village with its 
public buildings, its club, radio, cinema, schools, library, 
eréches, with its tractors, combines, threshing machines, and 
automobiles, The old important personages of the village, 
the kulak-exploiter, the blood-sucking usurer, the profiteering 
merchant, the little father-policeman, have disappeared. Now, 
the prominent personages of the village are the leading 
workers in the collective farms and Sovict farms, in the 
schools and clubs, the head tractor and combine driver, the 
leading men and women in the fields, and in the stock-raising 
farms, and the best shock brigade workers on the collective 
farm fields, 

The antithesis between town and country is disappearing. 
The peasants are ceasing to regard the town as the centre of 
their exploitation, The ties of the economic and cultural bond 
between town and country are becoming stronger. The vil- 
lage now receives assistance from the town in the shape of 
tractors, agricultural machinery, automobiles, workers, and 
funds. And even the village itself now has its own industry 
in the shape of the machine and tractor stations, repair shops, 
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all sorts of collective farm industrial undertakings, small elec. 
tric power stations, etc. The cultural gulf between town and 


country is being bridged. 
Such are the main achievements of the toilers in the sphere 


of improving their material conditions, their everyday life and 


culture, 
On the basis of these achievements we have the following 


to record for the period under review: 


(a) An increase in the national income from 35,000,000,- 
o00 rubles in 1930 to 50,000,000,000 rubles in 1932, and in 
view of the fact that the income of the capitalist elements, 
including concessionaires, at the present time represents less 
than one-half per cent, almost the whole of the national in- 
come is distributed among the workers, office employees 
and toiling peasantiy, the codperative societies, and the 
State, 

(4) An increase in the population of the Soviet Union 
from 160,500,000 at the end of 1930 to 168,000,000 at the 
end of 1933, 

(c) An inctease in the number of’ workers and office em- 
ployees from 14,530,000 in 1930 to 21,883,000 in 1933, the 
number of workers employed at manual labor increased 
during this period from 9,489,000 to 13,797,000, the number 
of workers employed in large-scale industry, including 
transport, increased from 5,079,000 to 6,882,000, the number 
of agricultural workers increased from 1,426,000 10 2,519 
ooo, and the number of workers and employees employed 
in commerce increased from 814,000 to 1,497,000. 

(d@) The wages fund of the workers and office employees 
increased from 13,597,000,000 rubles in 1930 to 34,280,- 
000,000 rubles in 1933, 

(e) An inctease in the average annual wages of indus- 
trial workers from gor rubles in 1930 to 1,519 rubles in 
1933+ 

(f) An increase in the social insurance fund for workers 
and office employees from 1,810,000,000 rubles in 1930 to 
4,610,000,000 rubles in 1933. 
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(g) The adoption of a seven-hour day in the whole of 
industry working on the surface. 


(A) State assistance to the peasantry in the form of 2,860 
machine and tractor stations and the investment of 2,000, 
000,000 rubles in this. 


(t) State aid to the peasants in the form of credits to 
the collective farms amounting Lo 1,600,000,000 rubles, 


(j) State aid to the peasantry in the form of seed and 
food loans amounting, in the petiod under review, to 
262,000,000 poods of grain. 

(R) State aid to poor peasants in the shape of complete 
or partial exemptions fiom taxation and insurance pay- 
ments amounting to 370,000,000 rubles, 


In the sphere of the cultural development of the country in 
the period under review we have the following: 


(a) The introcuction throughout the U.S.S.R, of uni- 
versal compulsory elementary education and an increase of 
literacy among the population from 67 per cent at the end 
of 1930 to 90 per cent at the end of 1933. 


(2) An increase in the number attending schools of all 
grades from 14,358,000 in 1929 to 26,4r9,000 in 1933. Of 
these, the number receiving elementary education increased 
from 11,697,000 to 19,163,000; middle school education in- 
creased from. 2,453,000 to 6,674,000, and higher education 
increased from 207,000 Lo 491,000, 

(ce) An increase in the number of children receiving 
pre-schoo! education from 838,000 in 1929 to 5,917,000 in 
1933+ 

(@) An increase in the number of higher educational 
establishments, general and special, from gi units in r9rq 
to 600 units in 1933. 

(e) An increase in the number of scientific research 
institutes [rom 4oo unils in 1929 lo 840 units in 1933. 

(f) An increase in the number of club institutes from 
32,000 in 1929 to 54,000 in 1933. 
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(g) An inciease in the number of cinema theatres, 
cinema installations in clubs, and traveling cinemas, from 
9,800 units in 1929 Lo 29,200 units in 1933. 

(A) An increase in the circulation of newspapers from 
12,500,000 in 1929 to 36,500,000 in 1933. 


It would not be amiss to point out that the number of 
workers among the students in our higher educational estab. 
lishments represents 51.4 per cent of the total, and that of 
toiling peasants 16.5 per cent, whereas in Germany, for ex. 
ample, the number of workers among the students in higher 
educational establishments in 1932-33 was only 3.2 per cent, 
and that of small peasants only 2.4 per cent. 

We must note as a pleasing fact and as an indication of the 
growth of culture in the countryside, the growth of activity 
of the women collective farmers in social organizing work, It 
is well known, for example, that about 6,000 women are chair- 
men of collective farms, more than 60,000 are members of 
management boards of collective farms, 28,000 arc foremen, 
100,000 are group organizers, 9,000 are managers of collective 
dairy farms, and 7,000 are tractor drivers, Needless to say, 
these figures are incomplete, but even these are sufficient to 
indicate the enormous growth of culture in the rural districts, 
Comrades, this fact has enormous significance, It has enor- 
mous significance, It has enormous significance because 
women represent half the population of the country, they 
represent an enormous army of labor and their mission is to 
bring up our children, our future generation, that is to say, 
our future. That is why we must not permit this huge army 
of toilers to remain in darkness and ignorance! That is why 
we must welcome the growing social activity of our toiling 
women and their promotion to leading posts as an undoubted, 
indication of the growth of our culture. 

Finally, we must point to one more fact, but of a negative 
character. I have in mind the intolerable fact that our peda- 
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gogical and medical “faculties” are still neglected. This is 
a great defect bordering on the violation of the interests of the 
State. We must remove this defect without fail, and the sooner 
this is done the better. 

Improvement in commodtty circulation and transport. Thus 
we have the following: 


(a) An increased output of manufactured goods includ- 
ing articles of general consumption; 

(6) An increased output of agricultural produce; 

(c) An increase in the requitements of and demand for 


produce and manufactured goods by the toiling masses of 
town and country. 


What is still required in order to complete the circle of these 
conditions and secure for the masses of consumers the neces- 
sary manufactured goods and produce? 

Some comrades think that the mere existence of these con- 
ditions is sufficient for the economic life of the country to 
bubble like a spring. They are profoundly mistaken, We can 
imagine all these conditions existing, but if the goods do not 
get to the consumer econotnic life will not bubble like a 
spring, but on the contrary it will be dislocated and disorgan- 
ized right to its very foundations. It is high time we realized 
that in the last analysis goods are produced not for the sake of 
producing them but to be consumed. Cases have occurred 
when we have had a fair quantity of goods and produce, but 
these not only did not reach the consumers, but for years passed 
backward and forward in the bureaucratic backwaters of our 
so-called commodity distribution system, out of reach of the 
consumers. It goes without saying that under these circum- 
stances industry and agriculture lost all stimulus to increase 
production; the commodity distribution centres became con- 
gested with goods, while the workers and peasants had to go 
without them. The result was—dislocation of the economic 
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life of the country notwithstanding the fact’ that goods and 
produce were available. In order that the economic life of the 
country might bubble like a spring and that industry and agri- 
culture might have a stimulus to increase output still more, 
one condition is necessary, and that is, to expand commodity 
circulation between town and country, between the districts 
and the regions of the country, between the various branches 
of national economy. The country must be covered with a 
huge network of goods bases, shops, and stores. There must 
be a ceaseless flow of goods through the conduits of these bases, 
shops, and stores from the producer to the consumer. Tihe 
State trading system, the codperative trading system, the local 
industries, the collective farms and the individual peasants must 
be drawn into this business, 

This is what we call expanded Soviet trade, trade without 
capitalists, trade without profiteers. 

As you see, the expansion of Soviet trade is a very urgent 
problem which, if not solved, will make further progress 
impossible. 

Nevertheless, in spite of the fact that this truth is perfectly 
obvious, the Party, in the period under review, had to over- 
come a number of obstacles in the way of expanding Soviet 
trade which could briefly be described as the result of the dis- 
location of the brain among a certain section of the com: 
munists on the question of the necessity and significance of 
Soviet trade. 

To begin with, in the ranks of a certain section of com- 
munists there still reigns a supercilious, contemptuous attitude 
towards trade in general, and towards Soviet trade in particular, 
These communists, if they may be called that, look upon Soviet 
trade as something of secondary importance, hardly worth 
bothering about, and regard those engaged in trade as doomed, 
Apparently these people do not realize that their supercilious 
attitude towards Soviet trade does not express a Bolshevik point 
of view but the point of view of the shabby noblemen who are, 
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full of ambition but lack ammunition. These people do not 
realize that Soviet trade is our own Bolshevik businéss, and that 
the workers employed in trade, including workers behind the 
counter—that is if they work honcstly—are vehicles of our 
revolutionary Bolshevik cause. It goes without saying that the 
Party had to give a slight shaking up to these communists, if 
they may be called that, and throw their aristocratic prejudices 
into the dustbin, 

Then we had to overcome prejudices of another kind. I 
refer to the Leftist chatter that has gained currency among 
another section of our workers about Soviet trade being a super- 
seded stage, about it being necessary now to organize the direct 
interchange of products, about money being abolished soon 
because it has become transformed into mere tokens, about it 
being unnecessary to develop trade since the direct interchange 
of products is knocking at the door, It must be observed that 
this Leftist petty-bourgeois chatter, which plays into the hands 
of the capitalist elements who are striving to prevent ‘the ex- 
pansion of Soviet trade, has not only gained currency among 
a certain section of Red Professors, but also among certain 
workers engaged in trade. Of course, it is ridiculous and funny 
to think that these people who are incapable of organizing the 
very simple matter of Sovict trade are chattering about their 
readiness to organize a far more complicated and difficult mat- 
ter like the direct interchange of products. But Don Quixote 
was quixotic precisely because he lacked the most elementary 
appreciation of the practical affairs of life. These people, wha 
are as far removed from Marxism as heaven is from earth, evi- 
dently do not realize that we shall have money for a long time 
to come, until, in fact, the first stage of communism, i¢., the 
socialist stage of development, has been accomplished. They 
do not realize that money is the instrument of bourgeois econ- 
omy which the Soviet Government took over and adapted to 
the interests of socialism for the purpose of expanding Soviet 
trade to the utmost, and so creating the conditions for the direct 
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interchange of products, They do not realize that the inter. 
change of products can replace, and be the result of a perfectly 
organized system of Soviet trade, of which we have not a trace 
as yet, and are not likely to have for some time. It goes with- 
out saying that our Party, in uying to organize expanded 
Soviet trade found it necessary to give a drubbing to these 
Left monstrosities and to scatter their petty-bourgeois chatter 
to the winds, 

Furthermore, we had to overcome an unhealthy habit of the 
workers engaged in trade of distributing goods mechanically, 
to abolish their neglect of the demand for assortments and of 
the requirements of the consumers, to abolish the mechanical 
delivery of goods, depersonalization in trade, For this purpose, 
regional and interdistrict goods bases, and tens of thousands of 
new shops and stores were opened. 

In addition, we had to liquidate the monopoly of the codper- 
atives in the market. In this connection we instructed all the 
commissariats to commence trading in their own goods, and 
the Commissariat for Supplies was instructed to develop an 
extensive trade in agricultural produce. On the one hand this 
led to the improvement of codperative trade as a result of com- 
petition; on the other hand, it led to a reduction in prices in 
the market, to the market being put in a sounder condition. 

A wide network of dining rooms was established which pro- 
vide food at reduced prices (public catering); Workers’ Supply 
Departments (O.R.S.) were established in the factories and all 
those who had no connection with the factory were taken off 
the supply list; in the factories under the control of the Com- 
missariat for Heavy Industry aloné, 500,000 persons had to be 
removed from the list. 

The State Bank was organized as a single centralized short- 
term credit bank with 2,200 district branches capable of finane- 
ing commercial operations. 

As a result of these measures we have in the period under 
review: 
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(a) An increase in the number of shops and stores from 
184,662 units in 1930 Lo 277,974 unils in 19333 

(4) A newly created network of regional goods bases 
numbering 1,012 units, and interdistrict goods bases num- 
bering 864 units; 

(c) A newly cicated network of Workers’ Supply De- 
partments numbering 1,600 units; 

(2) An increase in the number of commercial stores for 
the sale of bread in 330 towns; 

(¢) An increase in the number of public dining rooms, 
which at the present time cater for 19,800,000 consumers; 

(/) An increase in State and codperative trade, including 
that of public dining rooms, from 18,900,000,000 rubles in 
1930 to 49,000,000,000 rubles in 1933. 


It would be a mistake, however, to think that this expansion 
of Soviet trade is sufficient to satisfy the requirements of our 
economy, On the contrary, it has now become more clear than 
ever that the present state of commodity circulation cannot 
satisfy our requirements, Hence, the task is to develop Soviet 
trade still further, to draw local industry into it, to increase 
collective farm peasant trade, and to achieve new and decisive 
successes in the sphere of increasing Soviet trade. 

Tt must be pointed out, however, that we cannot restrict our- 
selves merely to expanding Soviet trade. If the development of 
our economy depends upon the development of commodity 
circulation, upon the development of Soviet trade, then the 
development of Soviet trade, in its turn, depends upon the 
development of our transport system, railways and waterways 
and also automobile transport, Jt may happen that goods are 
available, that all the possibilities exist for expanding com- 
modity circulation, but the transport system cannot keep up 
with the development of commodity circulation and is unable 
to carry the freight. As is known, this often happens here. 
Hence, transport is the weak spot which may cause a hitch, and 
perhaps is already causing a hitch, in the whole of our economy, 
primarily in the sphere of commodity circulation. 
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It is true that the railway system has increased its freight 
turnover from 133,900,000,000 ton-kilometres in 1930 to 172, 
000,000,000 ton-kilometres in 1933. But this is too little, far too 
little for us, for our economy. 

The water transport system increased its freight turnover 
from 45,600,000,000 ton-kilometies in 1930 lo 59,900,000,000 
ton-kilometres in 1933. But this is too little, far too little for 
our economy. 

I will not deal with automobile transport, in which the num- 
ber of automobiles (trucks and passenger cars) increased {rom 
8,800 in 1913 to 117,800 at the end of 1933, This is so inade- 
quate fo. our national economy that one is ashamed to speak 
about it. 

There cannot be any doubt that all these forms of transport 
could work ever so much better if the transport system did not 
suffer from a certain disease called bureaucratic-routine methods 
of leadership. Hence, in addition to helping the transport sys- 
tem by providing workers and funds, the task is to eradicate 
this bureauciatic-routine attitude in the administrative depart- 
ments and to make them more efficient. 

Comrades, we have succeeded in finding the correct sdlutions 
for the main problems of industry, and industry is now stand- 
ing firmly on its fect. We have also succeeded in finding the 
solutions for the main problems of agriculture and we can say 
quite openly that agriculture is now also standing firmly on its 
feet, But we are in danger of losing all these achicvements if 
any hitch occurs in commodity circulation, and if transport 
turns out to be a fetter on our legs. Hence, the task of expand- 
ing commodity circulation and of decisively improving trans- 
port is the immediate and urgent problem, and, unless this 
problem is solved, further progress will be impossible. 


eb 
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(vi) 
Planning In The Soviet Union! 
V. V. Obolensky-Ossinsky 


Superficial obseivers often consider Soviet plans purely 
technical. Fxamination of the structure and operation of 
the second Five-Year Plan will :eveal that such a view is a 
misconception.? In the Soviet Union, economic planning 
is not merely a mechanism, it merges means with ends. 
Planning indicates the path by which all economic pio- 
cesses arc to be socialized. It is a map of policy and a guide 
lo action, Yet, it is at the same time a program, an objec- 
tive; in shout, economic planning is a philosophy of states- 
manship and a goal toward which organization, technology 
and legislation is constantly directed —F. M. 


r 


! Is NATURAL ENOUGH that this should be a time when dif- 
ferent methods, systems and schemes of economic planning 
are being broadly discussed, a time, too, when practical steps 
are actually being taken to realize some schemes which—in 
the view of their authors—are forms of partial socio-economic 
planning. Capitalistic countries are immersed in an unprece- 
dented crisis, A cure for overproduction, mass unemployment 
and other accompanying phenomena is eagerly sought. Plan- 
ning is the direct antithesis to economic anarchy—anarchy in 
investment, in production and in distribution. Hence some 
people in capitalist countries look to planning as a possible cure 
for all ills, and its modes and technique attract special interest. 


4 Reprinted from Foreign Affairs, Vol. XU, No. 3, April 1935, pp. 453-463, by 
permission of the editor, 

2 See Ossinsky, V. V.. “The Second Yave-Year Plan im Action in the Soviet Upion,” 
in On Economic Planning, edited by M. Van Kleeck and M. Fleddetus, pp. 81-114. 
Covici-Friede, New York, 1935: 
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To these people it seems something like a brand new system 
of industrial machinery, a fresh technical invention, which has 
only to be installed to begin its wonders of salvation, We in 
the Soviet Union think that the matter is considerably more 
complicated than that. 

In the Soviet Union economic planning is not regarded as a 
social mechanism by itself, but only as an essential part of a 
total, which conditionally may be called new economic ma- 
chinery. Socio-economic planning, we think, presupposes a 
specific social background and cannot achieve its purpose when 
that background is lacking." 

The planning system in the U, S. S. R, is based on the social- 
ization of all means of production, mass transportation and 
distribution, with all the concentration of control implicit in 
such socialization and the existence of proletarian rule. Aboli- 
tion of classes, of class distinctions, of the social division of 
labor, is a natural corollary to these principles. Speculation, 
waste and parasitic consumption are eliminated, On the other 
hand, since socialized economy is based on the conscious codp- 
eration of the working masses, one of the prerequisites of social- 

_ istic economy is a steady rise, not only in their culture and 
standard of living, but in their social perception and social 
activity. This calls for an immense development of education, 
of cultural work, of scientific research and its technical appli- 
cations, This is the essential background of socio-economic 
planning as it is in operation in the U.S. S. R. 

Planning is one of the life functions of socialist economy pre- 
cisely because socialism is—to use a classic cefinition—conscious 
control of associated producers over their social production. 
But this conscious control is not represented by planning only. 





* 8In our report to the World Economic Congress held in Amsterdam in 1931 by 
the Industrial Relations Association we have set forth this background in detail, Ie 
may Be found in the American edition of the proceedings, entitled “Social Economie 
Planning in the UF. S.S. RB? 
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It is also a permanent, regular checking up of the production 
process. “Accounting and control by all the people” is the 
famous formula of Lenin, which he considered to be another 
definition of socialism. Furthermore, conscious control of the 
production process finds its expression in an adequate form 
of economic leadership and industrial management—concen- 
trated, powerful and flexible enough to direct the whole 
“mechanism” in full coérdination, Conscious control by asso- 
ciated producers implies that the working masses be so organ- 
ized that the making of plans, the fulfillment of those plans, 
the checking up of the results, the building up of adequate 
leadership, and so forth, result from their own collective work 
and effort. In short, planning is an essential of socialist econ- 
omy; but socialist economy is not planned economy only. 

Plans are not only stern, exact formulations of economic 
undertakings based on appraisals of objective data. They are 
also programs of action, calling into being new potentialities 
of a new ecoriomic system and of a new social class which has 
come to power. Plans may be—for one reason or another— 
overfulfilled in onc section and underfulfilled in another. This 
may result from a development of the potentialities to an 
undreamed-of degree, or from special difficulties encountered * 
{na particular field. The deciding measure of a plan’s success 
is the general balance of its fulfillment and whether or not it 
has realized its fundamental ideas. A plan is no dead fetish. 
It is a living program, and hence may be partially changed 
while it is under way. So far these changes in the Soviet plans 
have been only in the direction-of a greater accentuation of 
the “general line.” 

I state this in advance in order to clear away some of the 
current misunderstandings about Soviet planning, These mis- 
conceptions include the idea of the Soviet economic system as 
simply one of “planned economy”; the idea that planning is a 
purely technical problem; the idea that plans are not real plans 
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unless every detail of fulfillment checks absolutely with the 
original blue print. 

And now to the concrete subject of how plans are made in 
the U. S. S. R. and—as a characteristic and up-to-date example 
—how the second Five-Year Plan, or pyatilerka, was worked 
out. 


Il 


Each economic plan, considered fiom the general point of 
view, is a comparison of what is in existence today and what 
has to be reached by some specified date or dates, To build up 
a plan, therefore, the most exact possible summary of the exist- 
ing situation is a necessary prerequisite. ‘The greater the scope 
and detail of the plan, the broader has to be its statistical basis, 
Thus a widely developed and centralized statistical organiza- 
tion is one of the essential formal prerequisites to regular plan- 
ning, as well as to regular checking up of its fulfillment. This 
necessity usually is not fully appreciated by forcign observers, 

Naturally, then, the devclopment of statistical work kept step 
with the development of planning in the U. S. S. R,, and vice 
versa. In course of time the statistical and the planning organ- 
izations became two corresponding and codperating bodies, and 
eventually two parts of the same body, The Central Statistical 
Administration is now an autonomous section of the State 
Planning Commission (Gosplan) of the U. S, 8. R. 

Statistical schedules are adapted to planning schedules and, 
still more, planning schedules are adapted to statistical sched- 
ules, Statistical and accounting schedules are standardized. 
Statistical reporting on specific dates is made obligatory for 
each economic unit of the country. Each unit reports to its 
central directing or regulating body—all collective farms to the 
Department of Agriculture, all industrial plants to the Com- 
missariats of Heavy Industries or Light Industries, all codpera- 
tive stores to the Central Union of Consumers Codperative 
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Socictics, and so on, A general summary of these data is made 
by the Central Statistical Administration, which is at the same 
time the central bureau of census and a body which plans, 
regulates and inspects the statistical work of all departments. 
Annual reports in standardized form and based upon book- 
keeping entries are now deemed the most reliable source of 
information. ‘They were extensively used as a basis for the 
working out of the second Five-Year Plan (1933-37) and of 
the annual plans in the most recent years. The first Five-Year 
Plan could not be based on such excellent material; its statistical 
basis was more modest, although in itself very great, 

Building up the broad statistical basis and summatizing the 
analytical comments on it are important preparatory steps. 
But the decisive steps are taken later by the central political 
organizations and the central government. These have at their 
disposal not only all the information collected by the statistical 
system and by the Gosplan, but also the vast information and 
day-to-day experience that come from controlling and manag- 
ing the whole economic mechanism. It must be borne in mind 
that the Soviel Government is, so to speak, an economic govern- 
ment par excellence. Economic problems in general attract the 
chicf attention of the press and the people in the U. S.S,R. In 
addition to all other material, then, the government constantly 
has at hand the proposals, suggestions, and opinions of a score 
of local political, municipal, professional, scientific and other 
organizations concerning the scope and content of the future 
plan. 

Thus when the preparatory work is finished and the mate- 
tials for the Five-Year Plan are reported by the Gosplan, the 
government is fully prepared to make its decisions on the plan’s 
leading aims and general limit figures. “Leading aims” are the 
gencral ideas and fundamental purposes to be realized in the 
planned period. “General limit figuies” arc the same expressed 
in the form of a few data. 
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The leading aims of the first Five-Year Plast could be briefly 
expressed as having been to lay the foundations of a socialistic 
economy through the industrialization of the country (imply- 
ing its electrification and especially the development of an 
industry producing the means of production), to reéquip agri- 
culture, to socialize industry and agriculture, and to raise the 
standards of living of the workers, 

The leading aims of the second Five-Year Plan are: develop- 
ment to complete socialist economy through a continuation of 
the technical reconstruction of industry and agriculture, the 
full socialization of the latter, the extensive development of 
light industries and socialized commerce, with a resultant broad 
elevation of the workers’ standard of living, the development 
of industries in remote sections of the Union, and the reéduca- 
tion of the people to socialist habits and ideas. 

The general limit figures of the second Five-Year Plan (in 
their final form adopted by the XVII Congress of the Com- 
munist Party of the U.S, S. R.) include: (1) General amount 
of capital investments during the second five-year period, 133 
billions of rubles (1.6 times more than in the first plan, but 
investments in light industries have to increase 3.6 times), 
(2) Increase of industrial production from 1932 to 1934 by 114 
per cent (in Group A, heavy industries, hy 97 per cent; and in 
Group B, light industries, by 134 per cent), (3) Annual ratio 
of increase in industrial production, 16.5 per cent, but for Group 
A 14.5 per cent and for Group B 185 per cent; this rate of in- 
crease was deliberately fixed under the level of the frst Five- 
Year Plan (23.5 percent per annum) in order to make easier 
the fulfillment of the plan and create reserve capacities. (4) 
Increase of production of consumers goods by up to as much 
as twice, and doubling of the per capita consumption, (5) In- 
crease of the productivity of labor in large-scale industry by 
63 percent, with reduction of retail prices by 35 percent, and 
so forth, . 
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After the government had adopted leading aims and general 
limit figures for the second pyatiletka in March 1932, the 
Gosplan could work out and publish, just a month later, the 
“General Directives for Drawing Up the Second Five-Year 
Plan.” Later in 1932 were published four issues of a special 
instruction book, “System of Indices and Schedule Forms for 
Drawing Up the Second Five-Year Plan.” This was chiefly 
prepared by statistical workers, 

According to the “General Directives,” the plan on the one 
hand had to be developed by the planning bodies of the various 
departments and organizations, And on the other hand it had 
to be discussed and worked out in detail by geographic units; 
this was the job of the regional or provincial planning com- 
missions attached to the corresponding administrative bodies. 
The Directives provided that by July 10, 1932, detailed plans 
had to be delivered to the Gosplan by the departments con- 
cerned. And by July 20 detailed regional plans had to be 
delivered by the local planning commissions, After that, the 
Gosplan had to convoke 24 special conferences, in which rep- 
resentatives of scientific institutions, economic and cultural 
departments, local planning bodies and the most important 
single plants had to take part. The subjects at some of the 
conferences were: the geographic relocation of productive 
forces; electrification; the {uel problem; the chemical industry; 
geologic and geodetic surveys; specialization and codperation 
in machine building; railroad transportation; water transpor- 
tation; and so forth, These conferences had to finish their 
work by the end of August 1932, and before January 1933 the 
Gosplan had to submit the final draft of the second Five-Year 
Plan for the approbation of the government. This procedure 
was carried out with some changes in the original program and 
with some delay in time schedules. For example, the period 
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assigned for working out detailed plans by regions and 
branches proved to be too short, inasmuch as the “directives” 
prescribed that all sorts of social organizations and the organ- 
ized workers at the plants were to participate in the discussions, 

A broad practical discussion and redrafting of local and unit 
plans was the result. Millions of people—literally—took part 
in the discussion and working out of plans. Each single plant, 
with practically no exception, drew up its own pyaniletha. 
Plants and farms worked out counter-plans proposing changes 
in the schedules diafted by the central planning bodies; in an 
overwhelming majority of cases these changes weic in the 
direction of an increase of the schedules. 

From the other side, participation by scientific and technical 
institutions and associations exceeded all expectations, The 
conferences of the Gosplan were attended by thousands of 
specialists in all branches of knowledge, The proceedings were 
printed in many volumes (for instance, the proceedings of the 
conference on electrification embrace twelve volumes of very 
interesting material). Special studies were started by research 
institutes, The firs. volume of the “Second Five-Year Plan” 
includes as one of ils appendices a list of 220 papers and .eports 
submitted by foremost scientists and technicians on different 
special subjects. The Academy of Sciences took part in this 
extensive work, 

Although a detailed draft of the second Five-Year Plan was 
almost ready by the end of 1932,‘ it nevertheless was found 
advisable to postpone the final adoption of the new pyatiletka 
to the beginning of 1934, by which time it had reached a degree 
of perfection considerably surpassing that of the first Five-Year 
Plan. By January 1934 almost all economic units had ready 
their thoroughly discussed, defined and balanced plans. To all 
practical purposes the second Five-Year Plan thus had become 





4The annual plan for 1933 was worked aut in coordination with this draft, 
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an all-embiacing py:amid of plans, beginning in single units 
and crowned by the Gosplan draft. A final discussion, in the 
press and in conferences, preceded the final adoption of the 
plan by the Party Congress in January 1934. Then the plan 
was clefinitely launched toward realization. 


Iv 


The second Five-Year Plan as published by the Gosplan con- 
sists of two volumes. The first is devoted to general tables and 
plans, subdivided according to branches of economic and cul- 
tural life. The second contains the plans for different regions, 
subdivided geographically. The plan further consists of ex- 
planatory text and planning tables. The leading ideas are laid 
down in words; the concrete undertakings are formulated in 
exact numbers, The tabulation covers the last year preceding 
the five-year period (1932) and each of the subsequent five 
years separately. Figures are given in volume and in value 
(prices). 

The general subdivisions of the first part of the plan are as 
follows: 


1. General summary tables. 

2. Plan of capital investments, 

3. Production of industry. 

4 Agriculture. 

5. Transportation and communications, 

6. Basic norms of production technique. 

4 Populauon,® labor and trained working fotces. 
8. Plan of reduction in costs of production. 

g. Goods turnover or trade circulation. 
to. Municipal development and housing conditions. 
tt. Public health, 
12. Education, 

13. Finances, 


Safe figures of population, are, of course, estimates ofsits expected growth, 
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The list shows, by the way, that public health service and 
educational work (all the cultural life of the country) are 
included in the plan, just as they were included in the first 
Five-Year Plan. It must be remembered that in the U.S, S. R. 
medical and sanitary care is not a mattcr of private initiative 
and private patronage, The state, municipal organs and—to 
an enormous extent—the professional organizations of the 
worke1s, sponsor and support the various hospitals, sanatoria 
and other institutions, The health of the people and especially 
of productive workers is deemed not to be a matter of private 
concern, in the same sense that education is considered a public 
and not a private problem. 

The plans for municipal development of housing construc- 
tion represent combined plans of what the municipalities (and 
so-called housing codperatives) intend to do and what the cen- 
tral government is helping them to accomplish by special 
subventions granted on spccific conditions. 

Similarly, the last section—finances—is a plan codrdinating 
the financial activities of the state, of municipalitics, of profes- 
sional organizations (which collect the social insurance fees 
paid by economic units and subsequently use them for medical 
institutions and various other benefits), and, finally, of the 
banks, 

So all phases of economic and cultural life are included in 
the plan, But not all are directly planned, controlled and regu- 
lated by the central government: this work is done also by 
municipalities, codperative organizations, trade unions, and 
similar bodies, Their plans participate in the general system 
as agreements with the central authorities, and in that way get 
the force of law. 

Turning back to the first part of the list, the part which 
includes the economic plans isi the proper sense, we sce that 
after the introductory tabulation a special section is devoted to 
capital investments, This section is worked out very exten- 
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sively. A special list, specifying all the most important new 
projects, 18 attached to this part of the plan. Costs of construc- 
tion, capacity of a plant or length of a road, date of the begin- 
ning of construction work, finishing date, and date of putting 
in operation are among the chief points covered in these speci- 
fications. No new project of construction will be adopted if 
necessary technical, economic and financial “foundations” are 
lacking. 

Then follows the section on industrial production, appraised 
both in 1926~27 prices and in volume, branch by branch. Then 
comes agriculture (sown area, expected yields, gross produc- 
tion in kind and in value, supply of tractors, fertilizers, plans 
for agronomic improvements, numbers of livestock, expected 
yield of milk and of meat per livestock unit, and so forth), 
Next is the plan for transportation and communications, in- 
cluding freight and passenger turnover on railroads, length of 
new railroads to be built, extent of new equipment of railroads 
with modern facilities, and like details. Corresponding data 
follow for water and automotive transportation, aviation, tele- 
graph, and telephones, 

And then comes another most interesting and important sec- 
tion of the plan, entitled “Norms of Production Technique.” 
This is a part which was almost entirely lacking in the first 
Five-Year Plan, Its aim is to define, first, what grade of tech- 
nical perfection a specific branch has to reach; second, to what 
extent the existing technical apparatus has to be used; third— 
connected with the first two—what the quality of the products 
should be. For instance, the norms in production technique 
for the coal industry include: first, norms of mechanization of 
the different stages of coal production; second, norms of the 
monthly output per worker in different coal-fields; and third, 
the norms for the content of ash and sulphur in coking coals 
of individual mining regions, Analogous technical norms, 
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worked out by the best specialists, are drawn up for every 
branch of production. 

The next section of the plan includes all the planned data 
about the number of workers (by branches), their traning, 
their working conditions, their living conditions, their con- 
sumption (in kind), their wages, the productivity of their 
labor, and other data. 

Then comes a basic part of the plan, analogous to the section 
setting forth the tcchnical norms, namely the plan for the 
reduction of production costs. This section, closely connected 
with the preceding two, is subdivided by costs and by branches 
of economic life (construction, transportation and commerce 
are included), 

The plan covering turnover of goods received particular 
attention and is extensively developed. This is a consequence 
of the importance laid upon improving the workers’ standards 
of life (involving the doubling of consumption), which implies 
the development of trade—socialized trade—and improvement. 
of service in commerce and in the system of public restaurants. 
A score of tables defines the different steps to be taken in these 
directions, 


Vv 


The contents of a plan are not fully visible on the surface. 
The various tables dealing with capital investments, produc- 
tion, goods turnover, and consumption do not directly reveal 
the consciously determined codrdination which exists between 
them, Yet that codrdination is the “soul” of a plan. A socio- 
economic plan is good if production is made proportionate to 
consumption, if capital investments are made proportionate to 
the production of capital goods, the supply of labor, and the 
mechanical equipment. An increase in wages in socialist econ- 
omy has to be balanced with an increase of the productivity 


V. V. OBOLENSKY-OSSINSKY 889 


of labor, A reduction in costs has to be balanced with a rise in 
labor productivity. And so on, and so on. 

So the system of tables, which is the external and practical 
expression of a socio-economic plan, has a backbone hidden 
under the surface. These are the different “balances” and 
“synthetic indices,” which may remain in the files of the 
Gosplan, which do not have to be published and do not become 
law, but without which the plan cannot reach real perfection. 

Following are the most important “balances” made by the 
Gosplan while the second pyatiletka was in course of prepara- 
tion: 


1. Balance of consumption and accumulation. 

2. Balance of the productive equipment (production and 
imports of different equipment, and distribution, by 
branches of economic life). 

3. Electro-energetic balance (production of electric power, 
and distribution, by consumers). 

4 Fuel balance (output of coal, oil, peat and wood fuel, 
and distribution, by consumers and regions), 

5. Balance of metals. 

6. Balance of construction materials. 

» Balance of raw materials for light and food industries. 

8. Balance of driving power in agriculure (apportion- 
ment of the plans for the development of agriculture 
to the amount of live and mechanical power). 

g. Balance of labor and trained workers (and their appor- 
tionment to the needs of different branches of produc- 
tion; of course this is the expected disuibution of labor 
forces, which will be economically stimulated and not 
prescribed to individual workers). 

10. Plan of increase of real wages. 

xt, The unified financial plan (balance of the incomes and 
expenses of institutions and organizations involved in 
the plan). 


These are the so-called “balances,” that is to say, calculations 
of the income-expense type. But in addition so-called “syn- 
thetic indices” are used, which establish a specific codrdination 
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between two moving indices; for instance, the correlation of 
increase in wages and in productivity of labor, the correlation 
of increase in productivity of labor and the decrease in costs of 
production, and others. 

The Gosplan is not alone in drawing up ils general balances. 
Single branches of industry also draw up special balances, deal- 
ing in detail with single products, All this work has under- 
gone wide development since the days when the first Five-Year 
Plan was prepared, Balancing has become the general method 
of shaping the internal structure of plans, of apportioning their 
component parts, 

On the other hand, balances cannot become the embodiment 
of a socio-economic plan. The exaggerated idea that socio- 
economic plans should be transformed into synthetic balances 
of national economy, into summarizing balance shects of all 
economic factors, met with no success. It nat only is useless 
practically, but might have a confusing effect on the formula- 
tion of plans and cause numcrous misunderstandings. 


VI 


Such are, in brief, the ways and means by which socio-eco- 
nomic plans are worked out in the U.S. 8. R. at the present 
time, 

T hope that this short review has sufficiently demonstrated to 
the reader that the introduction of socio-economic planning is 
a far more complicated proposition than many people in 
Europe and the United States imagine. Only what the first 
pyatiletka was, and still more what the sccond one is, and what 
each separate annual Soviet plan is, can really be called a socio- 
economic plan, Only plans like these, taken in their proper 
social background and in connection with machinery for appli- 
ance, can become—as in the Soviet Union they teally have 
become—the factors of a speedy technical and economic prog- 
ress and the guarantee of success, 


EDUARD HEIMANN 891 


Study of the experience with socio-economic planning in the 
U.S. S.R. may be of importance to foreign observers. But this 
importance does not relate to a possible utilization of Soviet 
planning methods in countries having a heterogeneous eco- 
nomic system. The real interest of any such study, I think, 
consists in getting an idea of the features, development and 
prospects of an entirely different economic and social system. 
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(vii) 
Socialism and Democtacy' 
Eduard Heimann 


The Russian experiment is instructive not only because 
it reveals certain relations between socialism and democ- 
racy, but because these nexuses are a special set of circum- 
stances peculiar to Russia. One basic economic principle 
of socialism is a belief in the need for planned management 
of collective property. Underlying this doctrine of social- 
ism is a belief that decentralized, uncodrdinated manage- 
ment and fitful expansion of the units of large-scale 
production cause recurring crises in a system of free enter- 
prise. 

The problem is, therefore, to give direction to economic 
life so that individuals and groups may have the oppor- 
tunity to express themselves according to their own way of 
living, subject to the limitations of impinging on the right 
of others, Thus, the democratic factor in the philosophy 
of Marx is fundamentally a question oftspirit rather than 
of form; democracy is held to be a fundiimental human 
attitude and goal, Such a goal involves a continuous process 
of adaptation, of redefinition of the content and limits of 





1 Reprinted from Sociat Retemch, Vol. 1, No. 3, by permission of the Graduate 
Faculty of Political and Social Sclence of the New School for Social Research, 
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individual and group rights. Nor can it be denied that 
society has given litle heed to the task of setting up condi- 
tions wheicin people may express themselves according to 
their inherent norms, Such a task calls for social vision and 
leadership: it demands recognition of the fact that intellect 
is a poweiful instrument for guiding but not for creating 
the norms for mankind—F’, M. 


HRoUGH the greater part of the history of socialistic 
"[ theuett a real democracy has been conceived of as the 
essential goal of socialism. If socialistic leaders occasionally 
spoke scornfully of “democracy,” what they had in mind was 
the hollow form of political democracy in which the masses 
remained dependent and unfree. Latterly the conviction has 
gained currency that a sharp antithesis must be drawn between 
socialism and democracy. It is asserted that the experience of 
Russia has proved that the objects of socialism are incompatible 
with those of democracy, at least for the transitional period; 
that all practical socialistic movements must follow the prece- 
dent of Russia in rejecting democracy. 

The case of Russia is indeed instructive. As we shall sce, it 
exhibits the relationship of socialism and democracy in two 
sharply contrasting phases. Still morc important, the develop- 
ment of the relation in Russia is plainly bound up with special 
economic and social conditions peculiar to Russia. Accordingly 
it is neither scientifically justified nor politically sound for 
socialists to lean too heavily on the Russian precedent. Indeed, 
the international repercussions of the Russian policy have pre- 
sented grave problems to the progress of even a socialistic 
movement whosggitm is to hold aloof from’ the Russian 
scheme. he 

The problem of the relations of democracy and socialism is 
therefore not one that can be disposed of by mere reference to 
Russia. It must be examined in the light of socialistic doctrine 
and history. 
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Hammer and sickle were the adequate coat of arms of the 
new Russia in her first stage. They symbolize, as the social 
basis of the new state, the equality of rights and the alliance 
between the industrial and the agricultural workers. ‘The alli- 
ance was directed against the groups representing the old state 
and regarded by the workers and the peasants as guilty of 
social oppression and of the political failure in the war: the 
semi-feudal oppressors of the peasants and the capitalistic 
oppressors of the workers. The positive aim of the alliance was 
an organization assigning to each group the rights which their 
respective experience of life and work required. This implied 
socialization of industry for the workers as the condition of 
their independence from capitalistic domination, and indi- 
vidual property in land for the peasants as the condition of 
their independence from the large landowners. Most of the 
peasants had been the serfs of the rural aristocracy up to one 
generation ago and continued to be their indebted workers, 
except for a few sections of old free peasantry. The program 
was a real democracy which excluded any privileges in social 
and economic position and included the mutual recognition of 
different social groups on an equal footing; not only recogni- 
tion, however, but also mutual assistance in satisfying their 
respective requirements;* 

This democratic alliance was done away with in the second 
stage. This step was defended theoretically by a special inter- 





21t may be said in criucism of the position here takgp, that the nationalization of 
the land took place in the very beginning and created st the legal and formal 
possibility of collectivizing the peasants, As to ther orig ideas of the communist 
endless, they sere kept in reserve. Certainly the sants, who were engaged 
in establishing themselves in the newly scized properties, had no expectation that 
they would be collectivized. Also forcign observers believed that the preliminary plan 
of individual cultivation, utilization and inheritance was going to be the definitive 
and permanent arrangement and that nationalization was only the legal form for 
dispossessing the former large landowners and for redistributing their lands. 
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pretation of Marxism. According to this interpretation social- 
ism must be all-comprehensive as a basis of an all-comprehen- 
sive plan of production and must be based on proletarian 
propertyless workers only. The individual tie which binds the 
peasant to his soil had therefore to be destroyed; the peasant 
had to be transformed into a proletarian, and the “state of the 
workers and peasants” had to be transformed into “the first 
workers’ state of history.” In effect, if not formally, the sickle 
was dropped from the emblem. 

The forcible action against the peasants was designed to cope 
with an alleged danger to the communistic state. The emerg- 
ence out of individual property and management in agriculture 
of the kulaki seemed to contain a new germ of capitalism. 
This argument, however, is not convincing. Marx himself 
ridicules the bourgeois theory that capitalism arose naturally 
from the superior skill and thrift of some individual small 
owners; he holds that the capitalistic investment of feudal for- 
tunes as well as the formation of new fortunes through wars, 
inflations and other catastrophes were responsible for the be- 
ginnings of capitalism, It is true that any organization of life, 
in order to maintain itself, must watch those limits whose 
transgression would reverse its meaning if not its form, This 
applies also to democracy. If, therefore, the growing wealth 
of some farmers proved dangerous, democracy had to destroy 
it, In the nondynamic field of agriculture this would not, 
however, necessarily involve more than a rigid limitation of 
individual wealth, a measure very different from melting the 
entire peasantty down into a mold alien and undesirable to 
them, The old agdagllegedly communist organization of the 
“artel” was evi not important enough to bring about a 
genuine tendency to collectivization on the part of the peasants; 
otherwise the communists would have justified their procedure 
by reference to the artel. 

On the side of economics it was urged that collectifization 
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of the peasantry’ was necessary in order to escape economic 
crises, It is true that the basic economic principle of socialism 
is planned management of collective propeity, but only in con- 
nection with large-scale production, which socialism assumes 
to be the only technique capable of surviving in the important 
branches of production. According to the underlying theory 
it is the decentralized, uncodrdinated management of the units 
of large scale production and their fitful expansion that are 
productive of ever-recurring crises. In the field of small pro- 
duction and individual operation there is no inherent tendency 
toward crises, Assuming a society consisting only of crafts- 
men and peasants, no one would expect crises to emerge. The 
crisis belongs entirely to the dynamic field of capital and large- 
scale production, Accordingly, the principles of common prop- 
erty and planned economy apply to this field alone, and a 
different organization in the fields of individual work is admis- 
sible, What the social and spiritual significance of this field is 
and why it exists are questions that may be left unanswered for 
the moment. The crucial requirement of economic stability 
can be satisfied according even to socialistic theory by reshaping 
the sphere of large-scale production. 

Since neither the political nor the economic argument for the 
collectivization of the peasants is conclusive, there myst have 
been other grounds for this huge venture. We indicated them 
above and leave their further discussion to the third part. It 
will be useful to examine first the conditions which made the 
Russian procedure possible, although they are not at all iden- 
tical with the reasons which demanded it, Assuming that for 
some reason the codrdination of the vanious groups into the 
communistic pattern was desirable andengGgisary, the question 
remains: how was it possible to impose such a policy on the 
peasants? What were the circumstances that enabled a small 
minority of the people to establish its dictatorial control over 


thé largé majority ? 
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Of course, an extremely rigid form of dictatorship was indis- 
pensable under Russian conditions. The smaller the percentage 
of those already shaped to the communistic norm, and'the more 
remote the goal of complete collectivization from the inclina- 
tions of the large majority, the more violent the dictatorial rule 
had to be, assuming that the attainment of the goal was neces- 
sary. But before the dictatotial control could be exercised, it 
had to be established. It was not merely the courage, devotion 
and fanaticism of the communist fighters that made the estab- 
lishment of a communistic dictatorship possible, as communists 
in all countries are inclined to think. There were definite 
objective conditions which made the seizure of power possible. 

It has often been pointed out that the peasant in most sections 
of Russia had had little experience of personal freedom in his 
work and was therefore accustomed and inclined to obedience. 
It was to be expected that he would be especially disposed. to 
give obedience to an authority that opened up so many new 
and fascinating prospects as the Soviet régime did, In spite 
of this traditional obedicnce, however, there were considerable 
political and economic difficulties in subordinating the peasant 
to the official program, It was the backward stage of industrial 
development in the Russian economy that offered an outlet in 
the direction of communism, 

At the moment of the revolution, Russia was not a modern 
industrial country. To make her industrial is one essential and 
lasting outcome of the revolution, whatever the social and spirit- 
ual results might be, and it is being achieved by an enlightened 
and advanced government through dictatorial coercion, just as 
governmental coercion lay at the basis of industrialization in 
central and western Europe two centuries earlier. Russia has 
an advantage over the older countries in so far as she may hurry 
along a road which the others have gradually built. The impor- 
tant point for the present analysis is that Russia’s pre-industrial 
and pre-capitalistic condition when she was overwhelined by 
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coimimunism is tesponsible for the political and economic pos- 
sibility of communism, This statement, which is in line with 

Leninism and Sorelism, will bear amplification. 

, Aththe outbreak of the revolution, the vast majority of the 
people lived under semi-feudal conditions; they were largely 
illiterate; they therefore lacked all socio-political conscioushess 
and political organization—they were indeed technically in- 
capable of organizing. Only a small minority of the people 
represented a modern society in embryo, with factories and 
transportation operated by proletarians who, by virtue of their 
education through capitalistic experiences and Marxian disci- 
pline, were enlightened, critical and organized. ‘Thus this 
minority possessed the monopolistic weapon of political knowl- 
edge and organization, and could overcome the ignorant and 
unorganized majority and impose upon them a proletarian 
scheme of existence. 

The urban industrial population, since it was only a small 
percentage of the whole, could be fed with relative case in the 

_midst of the vast agricultural areas. The cities needed only 
small average deliveries from the peasants, or none at all from 
many sections if other sections provided sufficient supplies. 
Theoretically the enormous government-owned estates, for- 
merly the property of the imperial family, should have been 
more than sufficient for this end, and this seems to have been 
the original expectation, But even after this expectation had 
proved illusory the government felt no particular dependence 
on any section of the peasantry, and could therefore venture to 
risk their antagonism. 

"Nothing corresponding to these conditions can be found in 
the older industrialized countries, There is everywhere the 
tradition of the farmer’s freedom in his work. All groups of 
society are instructed, “enlightened,” self- and class-conscious 
and highly organized, distinctly aware of their social position 
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and jealously watching over it. Nowhere aré the proletarians 
politically more advanced than other classes, and nowhere are 
they in the majority, Everywhere they face the opposition of 
an equally strong or even superior class of independent pro. 
ducers, including the peasants who form its most important 
nucleus. Under these circumstances, a proletarian revolution 
is politically impossible, Economically the higher the percent- 
age of the population depending on daily deliveries from the 
peasants or the smaller the percentage of agriculturists in the 
population, the greater is the economic power of the latter. It 
is a striking proof of the blinding effect of doctrinairism that 
Marxian materialism never discovered the binding economic 
dependence of the entire industrial world on the codperation of 
agriculture.’ If the problem of feeding the cities was in fact 
difficult and dangerous enough in Russia, with 80 per cent of 
the population consisting of ignorant and unorganized farm. 
ers, what might be expected in a country like Germany where 
strongly organized agriculturists making up 30 per cent of the 
population must feed the remaining 7o per cent? * 

While the success of the Russian revolution has intensified 
revolutionary sentiment and activity among the urban prole- 
tariat in other countries, the effect of the agrarian policy of the 
Soviel government has been to deepen the suspicion of farmers 
in all countries and to set them against the proletarian move- 





8 For our present discussion it 18 iarclevant whether there 1s a separate peasants’ 
organization o1 a more comprchensive agricultural organtzation including, and even 
led by, the landloids, as in Geunany, 

#Pianz Oppenheimer, now a septuagamnimn, was and is indefaugable in pointing 
to this central economic and political law, fs 

5 Sometimes communists attempt to cxape the consequences of, Ure dependence af 
industrial populations on agriculiwe by cmphasizing the possibility of importing food 
supplies, If such importation is conceived of as normal and usual because the 
domestic production is regulaily insufficient, communism would be dependent on 
foreign peasants or farmers, ‘Ibis is merely ta shift the problem, not to solve it, 
If it is conceived that importation is resorted to only to cover an unanticipated deficit, 
it must be assumed that by fortunate coincidence there exists abroad a sufficient 
surplus to take care of the requirements of the whole industrial populatign, in case 
of a peasants’ strike, ‘This is also to ignore the possibility of international political 


complications, 
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ment, Whether the uransformation of agriculture was justified 
or not under Russian circumstances, it is a fact that farmers in 
all countries feel that the Russian peasants were deceived by 
labor, their former allies. And it is a further fact that no 
subsequent amends have succeeded in removing the suspicion 
and appeasing the hostility. And even if the Russian peasants 
should eventually not only accept but approve of their new 
position in the framework of economic life, this is unlikely 
to win over the peasants of the other nations. The peasant 
everywhere exhibits an instinctive devotion to individual prop- 
erty, through which he and his family are personally rooted in 
their field of work and socially independent in it. This devo- 
tion lies much deeper than mere calculations of income and 
standard of living, And the argument that capitalism threat- 
ens their property and independence does not attract them 
to communism, which equally threatens their properly and 
independence, 

It is therefore vain to seek to win the peasants of the older 
countries to communism. And this precludes the possibility 
of success on the Russian model, except in the conceivable case 
that an eventual failure of Fascism might paralyze peasant 
organizations just as the failure of German democracy para- 
lyzed labor, But even in this event communism would by no 
means be the necessary alternative, Many forms of govern- 
ment are capable of defending the interests of the farmers, but 
no government whatever is possible without being at least toler- 
ated by the farmers. After the success of communis in Rus- 
sia, and partly because of this success, there can be no hope for 
or danger of communism in western Europe. In spite of some, 
millions of communist votes there was never a real chance of 
communism in Germany, and there is none“in the other 


countries.” 





Q'The Berman Social Democrats pelived the impossibility of attaining an all. 
inclusive sacialism by surprise and violence, but they equally believed in the final 
+ coBrdination through capitalism of the whole econgmic body under large-scalg,pro- 
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German labor, during its impressive rise, Lycliod kth un- 
contested leadership and authentic interpreta toca sim tific 
socialism, until these passed to Russia as a comsewoamat d the 
overwhelming victory of communism and the de docyts mo dinal 
catastrophe of German labor, It is now clea th 1th ihestom- 
munistic program, far from representing a meccsssiyViNertl ition, 
is an outcome of peculiar Russian conditions whch] ycultical 
leaders of unique ingenuity were able to utiLizec Fath ser eliza- 
tion of their plans. As a universal program ithaumy" mablity. 

Scientific socialism has always conceived of whcupvatnnlllpeac- 
tice as one. It has sought, not to set goals bua tandpept siself 
to the goals toward which the forces of histersyswo drsting, 
For the western world the Russian program is oyu! sf yaad the 
historically indicated goal. Another approach. (cot sep} prodlem 
is necessary. 








IL 


When the Marxian doctrine is examined in thelggdtlat cd the 
historical circumstances of its origin its meanimg § uteyn atak 
able. It involves not merely a system of sociallstsas00 py yosed 
to capitalism, but also a materialistic logic as op otcdliontyé ileal. 

_ istic rationalism. The Marxian doctrine rejects th eritiemw cithe 
liberals and the Utopians that rational analysis a tA necandititals 
are capable of establishing a new social order. Whawtoseathe 
term materialism may mean in this connectica, t moyllis a 
belief in the existence of significant evolutionary fics simbis- 
tory, and in the necessity of an alliance with thesselagtoct i a 
prerequisite to the making of history. The Maarxwm il lecstine 
conceives of socialism as the form. toward which tJ: tuellzinpue 





" 
duction and the destruction of the properticd anclepantent produces Ty vio etfore 
chose to wait for this event and the reorganization of society imUbiryo dias of 
*the Marxian scheme: the small class of owners of the big plantsnniceoas gl a 
huge class of proletarians operating them. ce denocmey aletbaqwiie tclid 
not find nor even search for a constructive pefiettple upon which wo rane & dem apeity 
of the diversified nation and to build upa bloc capable of seizing anelbo-stiuuay kypirery 
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and organization of modern industry, as well as the vital 
requirements of the industrial workers, must inevitably lead.’ 

It is true that the Marxian doctrine does not imply that 
socialism will establish itself merely through the blind play of 
historical forces. Socialism, like any great purpose, can be 
achieved only through the devotion, energy and intellectual 
effort of ils adherents. Thus Marxian socialism implies an 
idealistic factor, without which socialism could not be realized 
even if the material conditions were ripe. The ignoring of this 
factor in the theory and practice of the Right wing of the 
German labor movement had an important bearing on recent 
events in Germany. 

A. socialistic order, however, cannot be realized by the free 
and arbitrary application of human reason or moral strivings 
or organized power, just as it cannot be the automatic result 
of economic forces. It must arise out of the inherent tendencies 
of men in the presence of economic forces which diive toward 
its realization, though it requires for its realization a devoted 
and intelligent leadership clearly conscious of the task and its 
conditions, To interpret Marx in terms of his own logic, he 
neither created a socialistic movement out of nothing, nor did 
he merely discover a socialistic movement that existed before 
‘thim. What he did was to analyze the instinctive and vital 
tendencies inherent in a distorted and chaotic proletarian life, 
and to draw these tendencies together into an organic form, 


7In the Marstan philosophy there are sociological as well as cconomic prestippast- 
tions. "The philosophy presupposes the familiar European class structuic, with the 
industiiat wokers and the peasants in the vast majority of cases commuted for life 
to their respective status, and with the employer class defined rather rigidly. There 
js serions doubt that Marxian doctrine can be applied sn ats accepted form to Ameri 
ean conditions, where similar assumptions as to permanent status would be unreal- 
jstic, Both employer and laborer are affected by the tradition of personal adventure, 
of possibilitles of quick change in position, and this fact tends to mbibit the develop- 
ment of a genuine sense of solidarity., Tho history of socialism in America, with 
its ups and downs, its frequent ceaage its shifting personnel, reflects this weakness 
in the ideological pasition of Americaff*labor. 
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directed toward a definite goal, thus uansforming given prole- 
tarian impulses and necessities into an historic force. 

We must then recognize in the socialistic doctrine a combi- 
nation of the objective and the subjective, the materialistic and 
the idealistic. ‘The materialistic, objective conditions making 
for socialism in an industrial age wait'upon the creative power 
of man for realization in working institutions, 

This realistic view contrasts sharply with the views of the 
idealists (including the romanticists), To the idealist, the 
material—in our case the mateiial conditions—is cntirely pas- 
sive. ‘The master employs this material, meaningless and 
worthless without him, to express his own ideas or feelings, 
and thus endows the material with a share in the life of the 
spirit. The realistic case is well understood in art, especially 
in music (Bach) and in modern architecture; it is perhaps 
clearest in the realm of pedagogy. The teacher who deserves 
the name of master does not impose upon his pupils norms 
derived from his own personal necds and experience. He seeks 
to discover the natures and the requirements of his pupils, and 
thence to develop norms and objectives to be realized through 
his instruction. 

The realistic activity and creativencss, then, consist in pene- 
trating the concrete material and its intrinsic meaning and urge 
and in forming the material according to that intrinsic mean- 
ing, This is, in fact, the religious attitude, according to which 
there is genuine meaning in every being, 

The application of the principle of realism to politics is obvi- 
ous. Successful political institutions can neither be created 
arbitrarily nor can they come automatically into being. Crea- 
tive initiative has to penetrate the meaning of its material, 
that is, the necessary functions and genuine tendencies and 
requirements existing in the given social life, and to realize 
and liberate them by a reorganizfition on corresponding norms. 
We are justified, therefore, in as@fibing a democratic meaning 
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to Marx's thought. We are not now concerned with his cco- 
nomic theories, such as the capitalistic concentration of produc- 
tion and the consequent reduction of virtually the whole people 
to the status of propertyless proletarians. We are concerned 
rather with Marx’s style of thinking, his philosophical method. 
This method, together with that economic theory, compose 
Marx’s system. The economic theory is subject to analysis in 
the light of recent statistics. Whatever conclusions may be 
drawn from such an analysis, the significance of the philosophic 
method remains. It is fundamentally a democratic philosophy. 

In approaching the problem of the democratic factor in the 
philosophy of Marx we must look to the spirit, not to any 
particular forms that may have been traditionally associated 
with the term democracy. Under what forms of government 
and by what political methods the end can be secured—by 
parliament, soviet, leadership, and so forth—are secondary ques- 
tions which we leave open, though they alone seem to arouse 
political discussion among both socialists and nonsocialists 
today. We ate using the term democracy in the sense of a 
fundamental human attitude and goal. In this sense it is not 
exhausted with the consent of the majority. The majority may 
consent to the rule of a dictatorship, but this does not make 
democracy out of dictatorship. In its true humanistic tradition 
democracy means such a direction of life as maintains for all 
individuals and groups the 1ight of being themselves and living 
according to the pattern of their own natures, 

This right is, of course, subject to the, limitations of imping- 
ing on the rights of others, Oppression and exploitation are not 
included amtong democratically realizable rights, even if there 
are individuals or groups who require exploitation and oppres- 
sion for the realization of their own pattern. Only those can 
move within the democratic ‘pattern who seek their own 
freedom without encroachigg upon the freedom of others. 

Since the nature of man 4itd history is essentially dynamic, 
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no scheme of democratic 1ights can be established once and 
for all. To realize democtacy as a permanent institution in- 
volves a continuous process of adaptation, of redefinition of 
the content and hmits of individual and group rights. The 
task of allocating to all groups and individuals room for mov- 
ing according to their respective inherent norms requires a 
profound understanding of what is needed by each for self- 
realization and self-expression under existing circumstances. 
What is essential to the performance of this task is a belief in 
and love of human diversity, a humble and responsible con- 
sciousness that our intellect is not the creator of norms for 
mankind and history, but a powerful instrument for directing 
inherent tendencies and thus realizing their actual meaning. 

A new pattern of living and working has been created by 
the overwhelming force of history in the industrial age: the 
collective technique of working in the great industrial estab- 
lishments and the collective pattern of living in the workers’ 
quarters of the big cities. New and hitherto unknown possi- 
bilities of life have thus arisen. Socialism appears to be the 
organization of modern life consistent with the collective nature 
of the material conditions, Through socialism industrial work- 
ets as well as industrial o1ganization may secure the possibility 
of being themselves, of being what they are apparently pre- 
destined to be, 

In contrast to the realistic socialism here implied, an ideal- 
istic socialism would seek to impose its own form of organiza- 
tion no matter what the direction of the intrinsic forces of 
society. Idealistic socialism is defended simply as the most 
sensible and most moral organization, as proved by critical 
analysis. Realistic socialism bases its claims to the collective 
organization of life upon the historical facts of life and work 
conducted on a collective pattern. It arrives at an all-inclusive 
socialization because it believes that economic reorganization 
through capitalism would lead to a collective technique of 


EDUARD HEIMANN 905 


production on industrial lines in all important fields. If the 
circumstances were different the outcome in organization 
would also be different. Through the thousands of years 
when the technique and nature of work was individual a cor- 
responding organization of property rights was required. So 
long as man was rooted in his individual work through indi- 
vidual property, such property was self-evidently justified. 
This view prevailed from Aristotle to Adam Smith and Jeffer- 
son. Marxian realistic philosophy would agree with them; 
socialistic idealism would not, 

Realistic Marxism would agree that if lustory did not pro- 
duce a uniform and all-comprehensive collective technique of 
large-scale production on industiial lines throughout the im- 
portant spheres of economuc life, there would be no basis for 
an all-comprehensive uniform socialization. If individual work 
and small-scale production proved able to meet the competi- 
tion of large-scale production in many fields, the old individual- 
istic organization of work would continue to be adequate to 
those fields. If history differentiated between the domains of 
large- and small-scale production a realistic Marxian philosophy 
would also differentiate and prescribe socialism for the field of 
large-scale production, and individual property for the undy- 
namic and uncapitalistic field of small production, IE it is the 
separation of property from labor in large-scale production for 
which socialism blames capitalism, socialism should respect and 
protect the union of property and labor where it continues on 
an individual basis unbroken by capitalism. A diversity in 
appearance thus would express the unity of the principle of 
man’s claini to independence in his work, Real independence, 
of course, includes an adequate degree of economic security, 
which would be provided by the unitary management of the 
field of large-scale production, We should not have an ortho- 
dox socialistic society, but a-real democracy which granted to 
every group its freedom, and therefore would grant socialism 
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to industrial labor as the specific application to industrial condi- 
tions of the basic democratic philosophy, while preserving indi- 
vidual ownership for the peasants and handicraflsmen who 
have proved their ability to survive under capitalism. This 
limited socialism is sufficient to furnish the whole of society 
with the economic security and protection from crisis which 
is the overwhelming requirement of both labor and individual 
producers. It is therefore a differentiated organization, not 
communism, toward which the vital requirements of modern 
differentiated society appear to drive, 


pees 


A uniform socialistic organization, whatever its ideology, is 
imperialistic if not based on a uniform spontaneous evolution 
toward large-scale production as its technological and social 
basis. Imperialism in this connection significs the attempt to 
impose the norms of fife derived from the conditions and aspi- 
rations of one group upon another group irrespective of the 
special requirements of the latter group. In this sense, impos- 
ing the proletarian-industrial pattern and valucs upon the peas- 
ants is imperialistic. The peasants and other independent 
workers are forcibly transformed into proletarians, This is 
done in the interest of socialism, which according to its own 
analysis is the spiritual self-expression of proletarian life only, 

It is freely admitted that this form of social imperialism 
as it appears in Russia is quite different from the usual eco- 
nomic or nationalistic imperialism in its conscious aims and 
motives, Economic imperialism means the exploitation of 
foreign peoples, As an example of political imperialism we 
may cite the forcible imposition of the Italian language and 
education upon the German people of Southern Tyrol in the 
interest of Italian nationalism. In contrast, Russian commu- 
nism honestly believes that it is acting in the interest of the 
peasants when it imposes proletarian norms upon them, It 
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assumes that the’ standard of life of the peasant will be raised 
in the process and that they will be liberated from their indi- 
vidualistic narrow-mindedness, This 1s not at all a mere ration- 
alization, There are, no doubl, many instances in which 
peasant groups are benefited by the improvements in technique 
and organization introduced by the Soviet government. 

Granting the moral superiority of the social imperialism of 
the Russian communists, it none the less exhibits the typical 
narrow-mindedness of imperialism. It proceeds forcibly to 
destroy a genuine and viable pattern of life in the interest of 
another pattern which it regards as superior. This procedure 
is not consistent with socialistic philosophy and it is refuted 
by the political impossibility of communism in the Western 
world for which Marx had written, 

The underlying assumption of this proletarian imperialism 
is that the peasants themselves do not recognize their own 
true interest, The proletarians alone, who owe to their capi- 
talistic experience and its Marxian interpretation an enlight- 
ened and critical consciousness, are assumed to be capable of 
perceiving this interest. The monopoly of knowledge by the 
proletarians is assumed to justify and demand the application 
of this knowledge as a law which other classes must follow, 
a law imposed from without and arising from theory, not from 
the conditions of life of the groups upon which the law is 
imposed.* 

The objection may be raised that capitalism would have 
reduced the peasants to a proletarian condition if communism 
had not intervened. If this objection were valid, it would 
appear that éommunism had merely shortened a process oper- 
ating toward the goal of socialization. This argument is based 





8 This idealistic turn of Marxism as the theoretic basis of communism finds expres- 
sion in Sidney Hook's “Towards the Understanding of Karl Marx" (New York, 
1933): This book stresses the requirements of proletarian activity and minimizes 
the “materialistic side: the existing nature and power of the other groups concerned 
and of thelr field of work, 
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on two assumptions: that capitalism substitutes large-scale pro- 
duction for the small-scale production of independent prop- 
ertied workers not only in manufacture but equally in the 
various branches of agriculture, and that when communism 
intervenes in a premature stage of evolution the whole program 
of capitalism must nevertheless be taken over. 

How valid are these assumptions? It is indeed an article 
of faith with communist writers that the independence of indi- 
vidual produceis is being thoroughly destroyed by capitalism 
and that a definite preponderance of large-scale production 
operated by proletarians is being established, Nevertheless the 
available statistics of all Euopean countries show the stability 
of both the middle class and the proletarians during the last 
three decades, with no change in the relative importance of 
the two classes, 

The belief that the crisis would climinate the middle class 
proves illusory. The crisis weakens the whole economic struc- 
ture, but small-scale production and ownership are not more 
seriously weakened than large enterprises, If the small pro- 
ducers are heavily in debt to capitalistic lenders, neither does 
this fact assimilate them to the proletariat. The political tend. 
ency generated by excessive middle class indebtedness takes the 
direction of scaling or canceling debts, not of communism, 

In-important areas of economic life the superiority of large- 
scale production isa myth. It is conceivable that progress in 
technique will eventually favor large-scale production in every 
field. But this remote and uncertain contingency docs not 
justify the anticipation of the social form appropriate to a uni- 
versal prevalence of mass technique. Such premature applica- 
tions of the social form appropriate to large-scale production 
mean a potential loss in productivity and consumption even 
though this loss may be effectively concealed through a dis- 
criminatory economic policy. Large-scale production is supe 
rior in Russia because all the administrative measures of a 
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dictatorial régime are being used to promote it and improve 
its methods and to handicap small production. 

But even if it were demonstrated that in every field large 
scale production could establish its superiority in production, 
and hence could supply consumption more abundantly, the 
case for eliminating the small-scale producer would not be 
conclusive, It is necessary to take into account not only the 
interest of the consumers, who desire the benefits of greater 
abundance and lowered cost, but also the interest of the pro- 
ducer, whose work has values for him not comprehended in 
the mere exchange value output. It is characteristic of capital- 
ism to disregard all values not capable of expression in teyms 
of price, and hence to disregard the destiny of the worker, 
But any socially progressive society must find a compromise 
between the interests of the consumer and the interests of the 
worker, Even the present state, through its social legislation, 
may subordinate the interest of the consumer to that of the 
producers, as in reducing the hours of labor under conditions 
that do not admit of a corresponding speeding up. Increased 
efficiency, desirable in the ordinary case, is not a sufficient end 
in itself, 

No doubt some orthodox Marxian critics will ohject to our 
realistic and democratic interpretation of socialism on the 
ground that it mars the symmetry of the traditional dialectic: 
individual organization of individual work; individual organ- 
ization of collective work (capitalism) ; collective organization 
of collective work (communism), It is obvious that this evolu- 
tion requires a preponderance of one form over the others in 
each, successive phase, Historically, however, there is no in- 
stance prior to the Russian enterprise of the exclusive domi- 
nance of any one of the three forms. ‘The pre-capitalistic forms 
of the peasantry, the handicrafts, retail trade, and so forth, 
survive under capitalism. They are subordinated, it is true; 
they are enmeshed in capitalistic market and credit relations. 


QlO FASCIST AND COMMUNISTIC TECHNIQUES 


This fact justifies the application of the term capitalism to the 
whole economic system. Similarly the term socialism might 
properly be applied to a system predominantly collectivistic, 
but permitting individual property and work in special fields, 
in the interests of liberty and productive efficiency. All such 
pre-capitalistic enterprises would be integrated with the social- 
ized field of collective work and mass production through 
exchange and credit relations and would benefit by the effect of 
industrial and financial planning in avoiding the crisis.° 

It is, however, a question of taste whether the name socialism 
would fit such a structure. Socialism in the realistic philosophy 
turns out to be an instrument of the democratic spirit in the 
field of large-scale production. This spirit requires a diversified 
structure in accordance with the existing human and social 
diversity, Diversity of the social structure, however, does not 
mean the maintenance of class differences. It is only by igno- 
rance that the conceptions of group and of class are identified 
with each other. A result of this confusion is that some de- 
mand the preservation of classes on behalf of the diversity of 
life, while others demand a complete uniformity on behalf of 
the destruction of classes. The conception of class assumes an 
antagonistic interrelation of different groups on different foot- 
ings in the same field, such as feudal lords and the peasant serfs 
cultivating their lands, or capital and labor in modern industry. 
The above picture of a real democracy shows, on the contrary, 
a diversity of groups on an equal footing in different fields. 
These are not classes, That they are really on an equal footing 
according to the democratic principle can be disputed only if 
the sociological conception of property is misinterpreted. A 
man’s property in his own field of work only is extra-capital- 





® Anyone who docs not find this result sausfactory for a rigid dialectical system 
must be reminded of the true character and claim of the dialectical system. It can 
be only the final, unforescen result of a process of realistic research, In case of a 
conflict between the dialectical system and the realistic method, the superiority of 
realism as the principle, starting point and method is obvious. 
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istic, it makgs him independent; a man’s property in other 
people’s fields of work is the private property of capitalism 
because this form of property presupposes that those other 
people are propertyless and therefore dependent on the owners 
of property, Legally identical, the two forms of property are 
strictly opposed to and exclusive of each other in their human 
and social significance. On the contrary, the individyal prop- 
erty of an independent producer in his individual field of work 
is legally apposed and socially parallel to the collective property 
of industrial workers in the fields of their collective work; they 
are the respectively appropriate forms of social and economic 
independence and their combination is the adequate expression 
of the realistic democratic philosophy: a spiritual unity in the 
legal, technical and human diversity. 


BrmaograriucaL Nore 


For a systematic claboration of the ideas suggested in this article 
the author must refer to a book of his, now in manuscript, on 
Communism, Fascism, and Democracy; for a critical survey of the 
Marxian Doctrine, to an article of his, “What Marx Means Today,” 
in Social Research, No. 1, 1937. 

A historical presentation of the rise of modern democratic ideas 
and their culmination in the social philosophy here suggested is 
given by Henri de Man, L’ldée Socialiste (Paris, 1933), which may 
be found also in a German edition, Die Soxialistische Idee (Jena, 
Eugen Diederichs Verlag, 1933). 

In Marxism, this philosophy is coupled with the belief that uni- 
vorsal large-scale production is inevitable under capitalism; in case 
of conflict, democtacy is sacrificed to large-scale production. This 
may be traced back to Marx's denunciation, in his “Misery of Phi- 
losophy,” of ‘Proudhon’s “Philosophy of Miscry." While Proud- 
hon's theoretical weakness made it easy to criticize him, Marxism 
was and is ignorant of the permanent and genuine clement of 
modern life for which he stood. This ignorance makes for the 
departure of Maixism from democracy. 
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THE PROSPECTS FOR GENERAL 
ECONOMIC PLANNING 


George Soule 


Planning is not a new concept. Over filty years ago 
Frederick Taylor emphasized the important réle of plan- 
ning in his system of management? Much more familiar 
are those concepts of planning associated with industrial 
planning, with military planning, municipal planning, and 
regional planning. A decade ago, these were the principal 
areas of planning, indeed these departments of planning 

Y fimited the meaning of the word itself until the Union of 
the Soviet Socialist Republics attracted world interest in 
their bold scheme for planning the whole economic life of 
a huge nation. Now planning is a pait of our everyday 
vocabulary. The depression of 1929~1937 saw the idea of 
general planning catapulted into public discussion. Yet, 
if planning is ever to be anything more than a word with 
which to conjure, it must be defined with some precision, 
Clearly, planning can take many forms. 

Fascism is a planned attempt to maintain the economic 
status quo at the price of various liberties; communism is 
a program for planning a socicly in the interests of the 

v_ working class. As contrasted with these forms of planning, 
countries such as Great Britain and the United States have 
steered a different course: general planning has been 
eschewed although a great deal of segmented planning has 
been undertaken. P 

Many careful students of social and economic trends, 
however, seem to feel that relatively unrestricted economic 





1H. S Person, “Planning and Free Enterprise," a paper presented at a meeting of 
the Washington, DD. C. section of the Society for the Advancement of Management, 
June 12, 1936. 
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individualism’ has about completed its constructive con- 
tribution to the development of the United States. Pro- 
fessor Wesley C. Mitchell, for example, in recommending 
the creation of a governmental boaid whose task would be 
to make a systematized study of social problems, argues 
that such an agency should not be responsible merely for 
making technical stidics and formulating plans but should 
be responsible for executing these plans.’ Yet if a Division 
of State Planning were created in the United States, it 
would at once run afoul of a host of libertarian traditions. 
One of the most difficult preliminary problems of planning 
in the United States will therefore be the necessary recogni- 
tion by private interests of the state as a regulator of free 
enterprise, Could Congress take a first step in this direc- 
tion by creating industrial commissions which, after com- 
pleting their investigations, might next be endowed with 
the necessary authority to enforce minimum standards of 
operation for promoting the general welfare? Is it pos- 
sible to regulate modern capitalism by planning without 
embracing Fascism or Communism? What shall be 
the criteria? What kinds of plans shall be adopted? ? 
These are queries which demand and deserve workable 
hypotheses,—E. M, 


KANNING is a word that has been employed to cover so 
many different types of activity that it is well, in any special 
discussion of the matter, to have in mind exactly what is meant 
by it. What is the essence of overall or general economic and 
social planning as applied to a nation? Until we know this, 
at least in outline, we cannot intelligently discuss what are the 
chances for it in any given nation like the United States or any 
given social situation like the present one, 
Partial planning is something that is familiar to us in indus- 


®New York Times, September 9, 1936, Harvard ‘Teicentenary Conference of Art 
and Sciences. 

8 Carl Landnner, “Kssentials of Heonomic Planning,” Plan Age, October, 1936, 
Vol. 1, No. 7, pp. 12~a2y, 
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try, in cities or other geographical regions, in‘ special fields of 
governmental activity. A modern plant or company is likely 
to have a planning department. The planners do not them- 
selves have executive power. They carry on research into the 
factors relevant to the decisions of the company executives con- 
cerning the coming month, quarter, year, or longer period as 
the case may be. They may try to predict the extent and 
nature of demands for the company’s product, the possibility 
of demand for new products which the company may be 
capable of making, the necessary labor supply and the rate at 
which it must be hired, the prices and supplies of materials, 
the necessary enlargement of plant or machinery and its cost, 
the budgeting required and its effect on finances, They may 
investigate possibilities of improvement: in efficiency, of better 
utilization of available resources through steadier operation or 
otherwise. They may inquire into the administrative organ- 
ization and its applicability to the projects in hand. It is their 
function, not merely to lay out a blueprint for future action 
and let it go at that, but continuously to check and improve. 
Though they have no authority to order the execution of plans, 
the better their work is done, the more likely is the executive 
to follow their advice, for they bring together, in proper bear- 
ing, the circumstances and possibilities which must condition 
the executives’ decisions. 

We are familiar also with partial planning as applied to 
cities or regions, City planning has to do mainly with an 
attempt to lay out intelligently the future physical develop. 
ment of the city or region with respect to such things as traffic 
arteries, bridges, parks, civic centers, zoning, housing develop- 
ments, water.supply, terminals and the like. Regional plan- 
ning includes these things, but also includes the location of 
agriculture and industries, forestry and recreation in its broader 
aspects, and other considerations having to do with the future 
life of a whole region. In physical planning of these sorts, the 
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keynote is, as with industrial planning, the codrdination and 
interrelation of various factors in a logical pattern, to serve 
certain ends that either arise out of biute necessity, or are 
assumed to be good, 

An example of partial planning by the national government 
in a specific field is the agricultural policy of the Roosevelt 
administration. This involved, in the beginning, an attempt 
to restrict the production of various crops in order to assure 
the farmers higher prices. It was not long, however, before 
this was combined with land policies, a program of erosion 
control, and many other activities touching the interests, not 
only of farmers but of the whole nation as well. 

These instances of partial planning give us a hint of the sort 
of problems involved, but they do not distinguish the planning 
with which we are familiar, from the overall planning which 
has never been tried in the United States, Such planning 
would think of the nation asa whole. It would recognize the 
interdependence of agriculture and industry, of city and coun- 
try. It would see that planning for an industrial plant, a city, 
a region, or even for the agriculture of the whole nation, must 
be placed in some general setting which involved all these 
things and more as well, if conflicting results were not to arise. 
\ would recognize the interaction of the various important 
economic factors, which make it necessary to have policies 
governing not merely one of them, like wages or hours of 
work, or credit, but codrdinating all of them, including prices, 
production and investment, 

What are the main requirements of such general planning? 
First, it must define some chief directives, just as the factory 
strives for more profits, or the city for more order. evelop- 
ment, or the national government for a better life for farmers, 
Such directives may be rapid industrial development and col- 
lectivization of agriculture, as in the Soviet Union, or military 
preparedness, as insNazi Germany. The directives commonly 
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assumed as desirable in the United States are the fullest possible 
utilization of our resources for enhancement of the material 
and cultural level of living, combined with a steady growth 
that will avoid the ups and downs of prosperity and depression, 

Next, these directives must be translated into concrete objec- 
tives which it is believed feasible to achieve in a given length 
of time, So much housing construction, let us say, so much 
land reclamation and reforestation, so much expansion of 
power production and distribution, so much output of food 
and raw materials, so much production of manufactured goods, 
so much education, medical and other services, 

These objectives, in turn, must be stated in terms of a pro- 
duction plan for the period in question, which will assign goals 
for the various kinds of activity and codrdinate them with one 
another so that the necessary raw materials will be available 
for the specified amount of manufactures, the right proportion 
of our energy shall be devoted to making the machinery and 
equipment, and the right amount to fabricating goods for 
consumers, 

Coérdination of this kind, furthermore, requires careful 
planning for the various important economic factors involved. 

There must, for instance, be a labor plan not only for the 
whole nation, but for each industry and factory. .It must 
reckon with the labor supply, the amount of employment to be 
available, the wages to be paid, the hours to be worked, and 
the norms of productivity expected. This will determine, on 
the one hand, the costs for industry and, on the other, the 
amountiof money the wage-earners will have to spend, 

There must also be a price plan, to determine what industries 
must pete their materials, and what they are to charge for 
finished’ products. The amount asked for finished goods must 
have a close relation to the amount consumers will have with 
which to buy them. 

Plans for credit and investment must be adjusted to the 
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needs of such a system. So must plans for foreign trade, Pro- 
vision must be made for governmental activities, social sciences, 
educational and cultural work. 

A brief summary of this sort may lead to the false conclusion 
that overall planning is a military activity by a [ew master 
minds, who are capable of dealing with and specifying a vast 
array of details, Doubt may arise whether persons exist with 
the requisite ability to manage such an intricate and enormous 
affair. But it must be remembered that what we are describ- 
ing is not the activity of a single mind, but a system of doing 
things which would involve the codperation of thousands of 
persons, No one man could or would carry the whole thing in 
his head, any more than any one official of a great industrial 
concern making, let us say, automobiles, can know all the 
details of its operations or its extensive activitics. 

It is obvious that if a régime of this sort were to exist, the 
conditions must be right for it, The various units of economic 
activity must be capable of being codrdinated in accordance 
with the general plan rather than, as at present in the United 
States, by competition and profit-sceking alone. There must 
be a vast store of information, continuously kept-up to date 
and adapted to the needs of planning—both statistical and 
accounting information, Agiministrative technique must: be 
deycloped to a high degree, so that it is possible to managel 
large aggregates efficiently, There must be an ample supply 
of expert personnel, trained in ecanomics, accounting, statis- 
lics, Management and engineering of various kinds. The 
pgpulation as a whole must be ready to act codperatively 
rather than tombatively; there must be a high degree of self- 
discipline. There must be a widespread individyalgcapacity 
for effort, for making decisions, for assuming responsibility— 
far more than in an unplanned competitive system which is 
less highly organized and in which so many are willing to let 
the devil take the hindmogst and do merely what they are paid 
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for.. For a genuinely planned system must’ depend on the 
capacity and understanding of millions of individuals if it is 
not to bog down. There must be general consent to the main 
directives and objectives which are chosen; otherwise the plan 
might be sabotaged at important points, The political ma- 
chinery must be so adjusted.that the government may have 
the necessary powers and functions to plan and see that plans 
are executed. And, finally, the system of property relations 
must be so changed that private owners of industrial estab- 
lishments or banks or other types of productive resources 
would not have the right to abstain from, or interfere with, the 
planning system by seeking their own advantage. 

Some of these conditions exist in the United States or could 
be created with sufficient effort. We have learned something 
about industrial codrdination—many of our industrial aggre- 
gates are gigantic: We have a good deal of statistical and 
accounting information—not nearly enough or of the right 
kind—but enough to start with, if we really set our minds to 
it. Administrative technique has. developed, by leaps and 
bounds with large-scale organization. We have some expert 
personnel—not enough, but some of the right kind, together 
with facilities for training more. Our social habits of codpera- 
tion and our individual capacity leave much to be desired;. one 
may hope, however, that in a noncompetitive system both these 
desiderata might be developed. There is probably, among a . 
majority of the population, a sufficient agreement on the major 
directive of producing’ a better life for all!. We lack, however, 
the last two requirements—the proper constitutional and po. 
litical machinery for a planned order, anda suitable system 
of Property relations, Without these, all the -rest cannot be 

{ utilized ‘in the service of overall planning, . , 

It is possible, however, to approach ‘such a system and lay 
the groundwork for it without as yet attempting the:complete 
‘thing. “Partial planning of many sorts has, developed ‘in. the 
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United States and can develop much further. These areas of 
partial planning might be further codrdinated and interrelated, 
Modifications of political machinery and of the power of pri- 
vate owners of industry and finance may be made in many 
details without a complete renovation of either. More con- 
sideration of general policies will give rise to new devices and 
a higher degree of codrdination, It is not necessary to mark 
time while we wait for the proper conditions of general plan- 
ning to be perfectly fulfilled,’ 
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